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On your 
FLORIDA TRIP 


New, delightful, intimately small seaside inn at 
exclusive beach resort. Beach sports, hunting, fish- 
ing, golf, Bath Club. Famed for Southern dishes by 
Dot Harris. Rates moderate. European Plan. Write 
for booklet, information, reservations. 

CHARLES H. SABIN, Manager 
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How to use the facilities of 
America’s leading Exchanges 


Write for Booklet MG6 
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MEMBERS NEW YORK STOCK EXCHANGE 
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Since America 
Needs 


two and a half times as much Sul- 
phur as copper 


three and a half times as much as 
lead 

four times as much as zine 

nine times as much as aluminum 

thirty times as much as tin 


forty times as much as nickel 


It is Fortunate that 
America 
has tripled her Sulphur output 
since World War I 


now produces as much as she con- 
sumes 


has 4,000 000 tons above ground 


—more than a year’s supply 
has enormous unmined reserves 


has installed plant capacity capa- 
ble of even greater production. 


Freeport Sulphur Co. 


122 East 42nd St., New York City 
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PACIFIC GAS AND ELECTRIC CO. 


DIVIDEND NOTICE 


Common Stock Dividend No. 104 


A cash dividend declared by the Board 
of Directors on December 17, 1941 
for the quarter ending December 31, 
1941, equal to 2% of its par value, 
will be paid upon the Common Capitai 
Stock of this Company by check on 
January 15, 1942, to shareholders of 
record at the close of business on De- 
cember 31, 1941. The Transfer Books 
will not be closed. 


D. H. Foote, Secretary-T reasurer 


San Francisco, California. 

































































Radio...all out for Victory 


Research and invention have placed radio in the first line of battle 


OMMUNICATION—rapid communi- 
cation—is a vital necessity, on land, at 

sea and in the air. RCA research and engi- 
neering developments in both radio and 
electronics are strengthening—and will fur- 
ther fortify—the bulwarks of our communi- 
cations system. At Princeton, New Jersey, 
the new RCA Laboratories—the foremost 
center of radio research in the world—are 
under construction. 

* * * 
International circuits, operating on short 
and long waves, have made the United 
States the communication center of the 
world. Today, R.C.A. Communications, 
Inc., conducts direct radiotelegraph service 
with 49 countries. 

* * * 
Production of radio equipment is essential 
for news and timely information, for mili- 
tary and naval communications, for dis- 
semination of news among foreign coun- 
tries. The “arsenal of democracy” has a 
radio voice unsurpassed in range and effi- 
ciency. In the RCA Manufacturing Com- 
pany’s plants, workers have pledged them- 
selves to “beat the promise,” in production 
and delivery dates of radio equipment needed 
for war and civilian defense. 

kk 
American life and property at sea are being 
safeguarded by ship-and-shore stations. 





The Radiomarine Corporation of America 
has equipped more than 1500 American 
vessels with radio apparatus and is com- 
pletely engaged in an all-out war effort. 

* x * 
Radio broadcasting is keeping the Ameri- 
can people informed accurately and up-to- 
the-minute. It is a life-line of communica- 
tion reaching 55,000,000 radio sets in homes 
and automobiles. It stands as the very sym- 
bol of democracy and is one of the essential 
freedoms for which America tights. The 
National Broadcasting Company—a service 
of RCA—and its associated stations, are 
fully organized for the coordination of war- 
time broadcasting. 

* x * 
New radio operators and technicians must 
be trained for wartime posts. RCA Insti- 
tutes, the pioneer radio school of its kind 
in the United States, has more than 1,200 
students enrolled and studying in its New 
York and Chicago classrooms. 

x *&k * 
When war came and America took its place 
on the widespread fighting front, radio was 
At the Ready... with radio men and radio 
facilities prepared to answer the call to duty 
“in the most tremendous undertaking of our 
national history.”’ 





PRESIDENT 


Radio Corporation of America 


RADIO CITY, NEW YORK 


The Services of RCA: RCA Manufacturing Co., Inc. e RCA Laboratories e R.C.A. Communications, Ine. 
National Broadcasting Company, Inc. e« Radiomarine Corporation of America « RCA Institutes, Inc. 
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Past, Present and Future 


“Ir THE present criticizes the past, 
there is not much hope for the 
future.” 

The quotation is attributed to 
Winston Churchill, who is—among 
other things—a master of the use of 
words. 

What he means is that vain re- 
crimination for past mistakes is not 
only fruitless but a waste of mental 
energy that might better be applied 
constructively to the gigantic tasks 
facing us. 

For us, this war has started ex- 
actly like it had for virtually all 
previous victims of Axis aggres- 
sion—in that, despite all advance 
warnings, it really catches us by sur- 
prise and inflicts upon us initial de- 
feats and humiliations. For some of 
the victims — basically weak — the 
first set-back was decisive. With 
England and Russia it was different. 
They came close to the brink of 


disaster, but rallied magnificently. 

With us it will also be different. 
We have not been, and cannot be, 
placed in any such crucial danger 
of conquest as was England in 1940 
or Russia in 1941. But we are a 
proud people and, unlike most 
others, we have never lost a war. 
We have been deeply humiliated by 
the course of the war in the Pacific. 
Once more it has been proved that 
a democratic people have to be 
kicked in the face to buckle down to 
the grim realities of war. 

Well, we have been kicked in the 
face—kicked hard enough to wake 
us up but not nearly hard enough to 
knock us out. We are thus doubly 
fortunate, as our enemies will in 
due time learn to their sorrow. We 
have a potential fighting strength— 
summarized in the article by Mr. 
Horoth on page 352—greater even 
than most Americans actually real- 


ize. We have the great advantage 
of eighteen months of partial mili- 
tary preparations and dynamic ex- 
pansion of producing facilities. And 
now in every respect—material and 
psychological—we are really going 
“all out.” 

For us there is even advantage in 
being late—but not too late—in this 
war. We shall not only have the 
most weapons but the most modern 
weapons; and that goes especially 
for all-important air power. It was 
air power that enabled relatively 
poor countries to attack rich coun- 
tries, but it was a gamble on speedy 
victory and it has already lost. We 
shall beat them not only with the 
traditional weapons but with more 
and better airplanes than they ever 
dreamed could be put into the skies. 

The year 1942 may bring more 
reverses but will take us steadily 
forward toward eventual victory. 





%* * *% COMING IMPORTANT FEATURES x * * 


Part |—January 24th Issue: 
Railroads, Utilities, Tobaccos, Foods 


Part ll—February 7th Issue: 
Machinery, All Equipments, Specialties, Unclassified 





1942—Re-appraisal of Earnings 


and Dividend Forecasts 


Part lil—February 21st Issue: 
Steels, Building, Metals, Liquors, Movies, 


Merchandising Issues 


Part 1V—March 7th Issue: 
Aviation, Oils, Motors and Accessories, Tins, Chemicals 
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GIVE TO AID OUR DEFENDERS 
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JOIN AMERICAN RED CROSS all 


BE ome 


RED CROSS WAR FUND 


Your contributions assure continued 
services to America’s armed forces, 
aid to needy servicemen’s families, 
plasma for transfusions, help to 
American war victims, and many 
vital activities to speed victory for 
our nation. 


NEW YORK CHAPTER 


AMERICAN RED CROSS 


315 LEXINGTON AVENUE NEW YORK 
Or Your Local Chapter 
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The Trend of Events 


HALF FOR WAR... At the present time our war 
expenditures are running at the rate of approximately 
$22,000,000,000 a year and—partly in anticipation of 
much increased production of arms—dislocations of our 
civilian economy are rapidly increasing. In the next 
fiscal year, beginning July 1, the President’s objective is 
to spend $50,000,000,000 for war. The monetary figures 
are, of course, only part of this story. The physical fact 
is that half of our total production must be for war; 
and that will strain our means of production to the 
utmost. 

But the financial problems cannot be ignored. Despite 
any supportable rise in taxes, expenditures will rise even 
faster. It is to be doubted that taxation can provide 
half of the outlay, which means that $20,000,000,000 to 
$25,000,000,000 a year probably will have to be bor- 
rowed. It would be nice to believe that all of this could 
be had through savings drained into defense bonds, leav- 
ing no need for inflation of commercial bank deposits. 
But while current savings should be heavily tapped, 
through compulsory loans if necessary, even this cannot 
give the full answer. 

Like it or not, we shall have to compromise. A goodly 
portion of the cost of this war is going to have to be 
financed through commercial bank deposit inflation and 


we might as well face the fact. The dangers of such 
credit inflation are something to worry about—but so 
are the dangers of bleeding a single generation white in 
a futile effort to pay an impossible share of the war costs 
“as we go.” 

Yet last November, for no very useful purpose, legal 
reserve requirements of member banks were increased 
as a check against “inflation.” Excess reserves of the 
banks have declined sharply in recent months, and re- 
maining surplus reserves are unevenly distributed, with 
New York and Chicago banks having less than they will 
need if they are required to subscribe heavily to Govern- 
ment bonds. It now seems obvious that steps will have 
to be taken to rebuild the banks’ excess reserves. Credit 
safeguards against a private, speculative boom are one 
thing. Credit restrictions which hamper the financing 
of a war—which will cost more than we can meet out of 
taxes and savings—are something else again. 


COLLECTIONS AT THE SOURCE... Congress will 
soon have to consider the question whether new income 
taxes should be collected at the source through deduc- 
tions from pay envelopes. There is much to be said 
for this method, especially as the amount of tax is in- 
creased on medium and small incomes. Many such 
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people for one reason or another simply will not budget 
expenditures in order to meet four quarterly installments 
of income tax. 

Moreover, the cost to the Treasury of collecting small 
income taxes on the present method is very heavy; and 
there is good reason to believe that a substantial volume 
of taxes, properly due, is both uncollected and un- 
collectible. Finally, regular tax deductions at the source 
would produce the immediate contraction in consumer 
purchasing power that must be brought about in a war 
economy and which is probably the most effective of all 
safeguards against price inflation. 

Election year politics should not be permitted to stand 
in the way of rational tax planning at Washington. 
On the other hand, the shift to the new method should 
not be unduly onerous in initial impact. As it is already, 
millions of people will have to find the cash in 1942 to 
pay drastically higher taxes on 1941 incomes. Perhaps 
the best compromise would be to make the additional 
levy on 1942 income, to be deducted at the source, 
relatively moderate, but at the same time legislate in 
advance the maximum rates applicable in 1943 in order 
that taxpayers at least have a fair chance to readjust 
their living standards accordingly. 

For many, income taxes have actually been boosted 
by several hundred per cent; and the higher cost of 
living is an invisible tax of about 10 per cent of gross 
income. On top of that, deduction of 10 to 15 per cent 
from 1942 income—as proposed by some at Washing- 
ton—would seem unduly harsh. 


THE PINCH BEGINS ... To all of us, shortages— 
actual or potential — were largely academic; some- 
thing to be read about in the newspapers. Now it all 
comes home. A really unique thing about the United 
States is the widespread ownership of automobiles, 
refrigerators, radios, washing machines and the numerous 
other appliances and “gadgets.” Nowhere else do such 
products so greatly figure in the standard of living. 

It is here—as it rightly must be—that stoppage of 
production and rationing begin. Within a very few 
weeks all production of non-essential products, which 
consume materials needed for war, must termi- 
nate. Looking back, the 1941 boom in consumers’ 
durable goods certainly did not help our war prepara- 
tion, although the fault attaches to nobody or to all. 
We were reluctant especially to displace labor before it 
could be absorbed in war plants. But all that is past 
history. Thousands of workers must be dislocated and 
shifted, and it is of course the national responsibility to 
care for them during the transition. As consumers, all 
of us are going to be inconvenienced—severely so in 
numerous instances—but even so our living standard 
will remain far closer to the comfort level than in any 
other warring nation. A minimum of public discom- 
fort is assured by heavy anticipatory purchases of dur- 
able goods especially in 1941, when the production and 
sales reached an all-time record. Output included some 
3,750,000 passenger cars; 3,500,000 refrigerators; 13,500,- 
000 radio sets; and 1,850,000 washing machines. Large 


supplies of most durable lines are held by dealers and 
distributors, while other retail goods generally will be 


plentiful. The dislocations are part and parcel of 
total war. We shall take them in our stride and in 
good grace. 


NEW RAIL TRAFFIC RECORD ... The ability of the 
American railroads to achieve in 1941 a new peak in 
revenue ton-miles promises more than a temporary 
financial shot in the arm. For years, dire predictions 
have forecast an ignominious old age for a once virile 
but now supposedly decadent railroad industry. Newer 
and more flexible transportation media presented serious 
competitive disadvantages; operating costs, especially 
wages, were constantly rising to the detriment of 
earnings. 

Undoubtedly, the adverse factors were and largely are 
correct, so far as they go. Few observers, however, 
seemed to take note of the remarkable efficiency achieve- 
ments made by railroad managements, or to compare 
the cyclical ups and downs in operations to those typical 
in other industries which also had long since reached their 
period of probable maximum growth. 

To be sure, the weakest roads were forced into bank- 
ruptcy, and several others managed to elude the courts 
by the narrowest of margins. But, despite depression 
and heavy fixed charges, the railroad plant of the country 
has been kept in good condition. The railroads in bank- 
ruptcy, temporarily relieved of payment of burdensome 
fixed charges, generally were put into first class operat- 
ing condition, and several should emerge eventually from 
the courts with greatly reduced fixed charges which can 
be carried readily through whatever period of readjust- 
ment may develop after the war. 

How successful the railroad industry as a whole has 
been in improving operating methods and efficiency is 
attested by a new 1941 peak in revenue ton-miles some 
5.1 per cent above 1929, and 25.9 per cent above 1940, 
although revenue carloadings were some 20 per cent less 
than for 1929. Despite the record volume of freight 
transported with some 600,000, or 26 per cent, fewer 
cars than were owned in 1929, no congestion or car 
shortage developed in 1941, and the roads are confident 
of their ability to handle a further traffic increase of 
some 10 to 20 per cent over 1941 during the current year. 
Priorities may be required to expedite shipments of vital 
war goods, and procurement of necessary rolling stock 
and materials may be difficult. 

What these traffic and operating trends promise is 
further substantial growth in earnings, especially if rate 
increases to compensate for recent wage advances should 
be granted. With operating problems largely attended 
to, the war environment should help materially in solv- 
ing strictly financial capitalization problems. 


THE MARKET PROSPECT... Our most recent in- 
vestment advice will be found in the discussion of the 
prospective trend of the market on page 350. The coun- 
sel embodied in the feature should be considered in 
connection with all investment suggestions, elsewhere in 
this issue. Monday, Jan. 5, 1942. 





Bustness, FinanctaL and InvestMENT COUNSELORS 








1907 —“Over Thirty-Four Years of Service” — 1942 





348 


THE MAGAZINE OF WALL STREET 





B: 


upon 
affect 
race, 
rapid 
prolif 
tinui 
Th 
this | 
well, 
hate 
into : 
ing tl 
We 
stage 
the | 
in th 
kind - 
are ] 
prepa 
cholo 
terial 
time 
That 
quest 
in t 
mont 
expec 
to fo 
cesse: 
speed 
is wi 
the 
perm 
to sc 
the ] 
Th 
Philiy 
in su 
of ti 
how 
just 
she; 
attac! 
Victor 
to str 
Ea st 


JANU 





the 


ary 
ons 
rile 


ous 
ly 
of 


are 
er, 
ve- 
are 
cal 
\eir 


nk- 
irts 


ar. 
ital 
»ek 


ate 
uld 
led 


ly- 


the 
n- 


Mn 


EET 








As 9 Soo Jt! 


BY CHARLES BENEDICT 


THE NEXT THREE MONTHS 


B. thrusting Japan into the arena, the Nazis let loose 
upon the world a-new destructive force that can greatly 
affect the position of the entire white race. The white 
race, already suffering from a declining birth rate, is now 
rapidly bleeding to death on the battlefield, while the 
prolific yellow and brown races, despite war, are con- 
tinuing to breed millions. 

The madmen of Germany responsible for conjuring up 
this Frankenstein monster, which will destroy them as 
well, have crazily brought into the open the smoldering 
hate for the white man, which the Japs are sure to fan 
into a titanie race war, should they succeed in establish- 
ing themselves as the dominant power in the Far East. 

We are in the first 
stages only of one of 
the greatest struggles 
in the history of man- 
kind —for which we 
are just beginning to 
prepare ourselves psy- 
chologically and ma- 


terially. How much 
time have we_ got? 
That is the crucial 


question. We will know 
in the next three 
months, for we must 
expect Japan will seek 
to follow up her suc- 
cesses with as much 
speed as possible. She 
is unlikely to repeat 
the Nazi error that 
permitted the English 
to so strongly fortify 
the British Isles. 

The blitz against the 
Philippines succeeded 
in such a short space 
of time that we are 
now facing a Japan 
just as fresh as when 
she first opened the 
attack, stimulated by 
victory, ready and able 
to strike at the Dutch 
East Indies, New Zea- 


Gendreau Photo 
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Semarang, Java. 
While Singapore is the key military objective of the Japs at present, 
the biggest economic prize at stake is the Dutch East Indies. 


land and Australia at will. Singapore is no longer of 
strategic importance, and it will suffice to besiege and 
blockade this fortress to sap it of any strength it 
possesses. Strong reinforcements, particularly in planes, 
would change this picture, especially if accompanied by 
an Allied offense striking from Burma and/or China 
against the Japanese flank. 

If such counter-moves do not materialize, Japan may 
turn East and attack Hawaii in force. This is an 
eventuality that is definitely in the cards. What then? 
How prepared are we to meet this contingency? 

If Japan can be kept busy in the Far East for the 
next three to six months, we will not only be able to 
thwart her ambitions 
in Hawaii, but she will 
be obliged to take such 
devastating punish- 
ment that _ hari-kari 
would become an in- 
door sport among her 
leaders. 

Everything depends, 
however, on our plane 
production this month, 
next month and the 
month after that— 
and our ability to 
transport. 

While potentially the 
United States stands 
supreme in the field of 
production, the ele- 
ment of time is today 
the all-important fac- 
tor, for we lack the 
accumulated reserves 
which Japan has been 


piling up for many 
years for this very 
purpose. 


Therefore, we must 
face the possibility 
that Japan, knowing 
the facts, will risk her 
all in an attempt to 
(Please turn to page 

397) 
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Charles Phelps Cushina Photo 


Wis the completion of the heaviest tax selling ever 
known, the market has rallied sharply on much reduced 
volume. The reasons are predominantly technical and 
seasonal; and the war news—still bad so far as the Pa- 
cific is concerned—has little or nothing to do with it. 

By the close of last week the Dow-Jones industrial 
average had rebounded 7.41 points from the December 
23 low, thus making up slightly more than 72 per cent 
of the total decline suffered since December 6 which was 
the last trading day predecding the opening of the 
Japanese war. 

The rail average made its low on December 10 and to 
this writing has retraced almost exactly 100 per cent 
of the ground lost following the surprise assault on Pearl 
Harbor. 

Although we think the chances are that the lows made 
by the averages in December will not be seen again for 
a very long time to come, technical evidence is, of course, 
yet to be supplied that we are seeing something more 
than a mere rally. 
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Further Test of the Mar- 
ket's Stamina Is_ Likely 


Before February 


BY A. T. MILLER 


The last intermediate recovery high in this market 
was made on July 28 at 130.06 for the industrial average 
and on August 1 at 30.88 for the rails. At the least, the 
retreat from those levels ranked as an unusually long 
and severe intermediate downtrend. Looking at the 
current rally in relation to this total preceding decline, 
the retrace to this writing by the industrial average is 
approximately 31 per cent., while for the rail average it 
is approximately 43 per cent. 

The rail average from any point of view has per- 
sistently given an encouraging performance. It did not 
“confirm” the violation of the 1940 low by the industrial 
average. It did not follow the industrials down in the 
pre-Christmas slump. Its present rally is more vigorous 
than that of the industrial average. 

Various interpreters of Dow Theory will take the di- 
vergent performance of the rails as hopefully significant 
—taking the current movement as a secondary reversal 
which may prove to be the first leg of a bull market. 
We hope so—but Dow Theory, as well as other mech- 
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anistic methods for appraising underlying trend, has 
been of little use in the type of market we have had for 
some time. Most of the broader changes in price level 
since the spring of 1938 have been concentrated within 
relatively short periods of time. 

As a matter of fact, there are obvious, non-technical 
reasons for relatively strong action of rails. The rail- 
roads are carrying more freight than ever before in their 
history. They are handling it with new peaks of effi- 
ciency. Their tax status, at least under present law, is 
relatively favorable. Their volume for the year as a 
whole may well average as much as 15 per cent greater 
than in 1941. Due to this, plus leverage in debt capitali- 
zation, the industry is one of the few likely to maintain 
or increase earning power this year. 

So examined, we are not inclined to attach any more 
mystical significance to the movement of the rail aver- 
age in relation to the general trend of the market than 
to other obviously well-founded divergences within the 
market—such as that between steels and tobaccos, or 
shipbuilding shares versus installment finance shares, or 
aircraft versus utilities. 

In our opinion, there is a fair chance of additional 
rally over the early future, although the fastest phase 
probably has been seen and increasing selectivity is 
probable. We think it highly improbable, however, that 
on this move the industrial average can better the 115- 
117 level—these tentative objectives comparing with 
close of 113.75 last week. The 117 mark would repre- 
sent a recovery of nearly half of the total decline since 
last summer. 

Wherever the January rally meets trouble, it prob- 
ably will be followed at best by at least partial relapse 
and by a period of “quiet and convalescence.” If this 
view is correct, there does not seem to be necessity to 
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reach for stocks on further rally. 

In the present setting—technical and otherwise— 
there does not appear to be an adequate base for a long- 
sustained upward push beginning immediately. In the 
first place, confidence in the underpinnings of the mar- 
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ket will be much stronger when and if a test of secondary 
reaction is successfully met. In the second place, the 
relatively few weeks between now and late winter prob- 
ably will bring clarification on two important current 
uncertainties (1) the next Federal tax legislation; and 
(2) the Japanese drive for control of all the Far East. 
Moreover, it is quite possible that we may not really 
know before spring the real significance of the defeats 
the Germans are now suffering in Russia and what their 
relationship is to the main war outlook. 


On the whole, we think higher taxes have been ade- 
quately discounted and that this factor of itself need 
not preclude substantial 1942 rise in the averages. But, 
along with other uncertainties, uncertainty as to the 
precise form and rates of taxation—and therefore un- 
predictable variations in impact upon different types of 
enterprises— will certainly tend to serve as excuse or 
reason for deferring investment and speculative deci- 
sions, especially after most stocks with an apparently 
favored war outlook have had a substantial rally. 

Clarification of the Far East situation may take one 
of two forms (1) a halting of the Japanese tide at a 
point well short of Nippon’s maximum objectives and 
the beginning of a far more stabilized war of attrition in 
which the superior potential of the Allies would grad- 
ually build the foundations of victory; or (2) Japanese 
domination of Singapore and the Netherlands East In- 
dies, raising a grave threat to Australia. Should the 
latter contingency eventuate—and it will not be deter- 
mined except by weeks of hard fighting—the question 
will be whether the market at December lows had dis- 
counted it. 

For a long time the trends of business volume and 
earnings have had little relation to the general trend of 
the market. It is not a statistical basis that we need 
for a broad and sustained rise in market values, but a 
major change in investment and speculative psychol- 
ogy. Clarification of the tax prospect—together with 
either a change for the better in the war news or a feel- 
ing that the worst of war contingencies had been put 
behind—would be sufficient to induce a much more 
hopeful sentiment. In relation to the longer market out- 
look, a stop-gap tax bill—sugar-coated by Congress with 
the political objective of deferring the stiffest levies until 
after next autumn’s election—would not be favorable, 
merely prolonging the basic tax uncertainty. What we 
badly need, and what the London market has, is a tax 
set-up which, however stiff, can be regarded as fixed 
for the duration of the war. 

The types of stocks showing best action and most 
promise at present run mainly to steels, metals, sugars, 
rails, rail equipments, movies, liquors, meat packers, 
textiles, shipbuilding, aircraft, selected motor accessories, 
trucks, selected chemicals and a limited number of 
specialties. 

Showing relatively slight rallying power are utilities, 
tobaccos, rubbers, building materials, tin containers, air 
lines, flat glass, installment finance shares, oils, and most 
merchandising issues. On the next test of reaction, if 
most “war casualty” stocks hold at or above former 
lows—thus suggesting that they had discounted the 
worst—the outlook for a lasting improvement in the 
market will be substantially bettered. 
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Which Industries 





Offer 


Best Prospects for 1942? 


BY GEORGE W. MATHIS 


B. and large, the industries with the best volume 
prospects for 1942 offer investors and speculators the 
greatest assurance of preserving capital and, under 
favorable market conditions, of achieving capital gains 
despite the sweeping changes which participation in full- 
scale war will necessitate in our economic structure. 
Since the Japanese attack evidence has accumulated of 
a pronounced changeover in the American industrial 
machine from mixed civilian and defense production to 
all-out production for victory. While the duration of 
the struggle in which the nation now is engaged cannot 
be appraised with any degree of certainty, the initial 
setbacks and the shortages known to exist in Allied war 
equipment suggest a prolonged conflict involving many 
sacrifices on the part of individuals and non-essential 
industry. 

Obvious since the collapse of France has been the fact 
that victory in the last analysis largely depends on the 
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ability of the nations arrayed against totalitarianism to 
produce and utilize better implements of warfare in 
quantities greater than the enemy can use at sea, in the 
air, and on land. During 1942 at least and, so far as 
can be seen, for perhaps another two or three years, the 
productive and managerial genius of America will be 
concentrated on the all-important job of producing 
ships, guns, planes, and munitions on a scale vaster than 
anything heretofore contemplated. 

Emphasis in portfolio holdings consequently should 
be placed on stocks of companies which will be supply- 
ing the bulk of the nation’s armament requirements and 
on certain others which, because of their essential nature 
or other reasons, are assured of large volume and rela- 
tively good earnings. The industries assured of capacity 
operations for a protracted period are almost entirely 
to be found in the heavy, or capital, goods classifica- 
tions, or related fields. These groups include almost 
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the entire metal and metal working industries, such as 
iron and steel; copper, lead, zinc, and aluminum; brass 
and copper fabricators; machinery and machine tools; 
shipbuilding and shipping; aircraft; railroad equipment; 
heavy electrical equipment; oil, chemical; and bitumi- 
nous coal. 

Also essential to the conduct of the war are the several 
industries which furnish indispensable products to the 
armed forces as well as to the civil population. Food 
processors, and producers of drugs, textiles, apparel, and 
shoes are numbered in this group. Amusements and 
liquors, while not essential, do not impinge on the war 
effort and are favored by rising consumer spending. 

On the other hand, the sweeping readjustments to an 
all-out war economy will probably require cessation of 
durable consumer goods production and the companies 
so engaged will be seriously affected to the extent that 
operations cannot be adapted to war production. 


Selecting Industries and Securities 


The dislocations in corporate activities which the war 
will entail in increasing degree will accentuate the 
divergence in corporate earning power during 1942. 
Discrimination in security selection is rendered more 
imperative than ever. Not only must the likely effects 
of the armament program on operations and _ profit 
margins receive the closest scrutiny, but sound security 
selection also must take into consideration factors such 
as the effect of higher corporate taxation on earnings. 
trends in labor and raw material costs, the degree to 
which prices of goods or services produced are flexible 
or inflexible, and the relationship of operating trends, 
taxes, and financial position to probable dividend policy. 

The principal questions which must be asked with 
respect to each industry and security revolve about war 
orders. Are war orders being received or is the com- 
pany in position to obtain such orders? Will orders be 


in sufficient volume to offset the effects of the lower 
profit margins indicated for most types of munitions pro- 
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duction as compared with profit margins on displaced 
peacetime activities? If the company is unlikely to re- 
ceive war orders, are its activities such as to permit 
benefits from a high level of consumer income? Is the 
enterprise a producer of civilian goods and whose earn- 
ing power will be severely restricted by priorities or 
direct allocations of raw materials? How will earnings 
of the particular company under consideration be af- 
fected by higher taxes? What sort of post-war pros- 
pects does it appear to have? 

Clearly, it is not within the ability of any individual 
investor to arrive at hard and fast decisions respecting 
securities which will stand the crucial test of stock 
market appraisal successfully for the unknown duration 
of the war period, not to mention the post-war peried. 
Uncertainties have always existed in greater or lesser 
degree, and no investor who seriously endeavors to 
justify each security selection on the basis of funda- 
mental factors such as those mentioned in the preceding 
paragraph will permit himself to be perusuaded that 
whatever action he takes is likely to prove the wrong 
one. The purpose of careful security selection is to mini- 
mize such risks as cannot be foreseen, and the process of 
frequent reappraisal of security holdings combined with 
readiness to make eliminations or substitutions as may 
be warranted under war-time conditions will further 
minimize risks which could not be foreseen initially. 

While the evidence to date points to the conclusion 
that the Government is making preparations for a pro- 
longed war, military successes or setbacks will find re- 
flection in the stock market’s appraisal of security 
values. Widely divergent price trends for individual 
securities will be prevalent apart from general market 
trends and industry prospects. For the period from the 
beginning of the second World War in September, 1939, 
through 1941, the stock market averages showed a con- 
siderable decline. A few industry groups, such as ship- 
ping, shipbuilding, coal, paper, cotton textiles, aircraft 
manufacturing, meat packing, sugar, and petroleum, 
showed varying degrees of market appreciation during 
the twenty-eight months’ interval. A_ larger 
number of industrial groups showed price de- 
clines for the entire war period through 1941 
but also performed better then the stock market 
averages in varying degree. Included among 
such industries were the extractive industries 
of lead, zinc, copper; textiles and clothing; agri- 
cultural equipment; machinery; steel; railroad; 
chemical; dairy products; auto accessory; chain 
groceries; department stores; soap and vegetable 
oils; and railroad equipment. Less than average 
market performance (in the order named) ob- 
tained in such industries as metal fabricating; 
office equipment; woolen goods; electrical equip- 
ment; automobiles; drugs; mail order; variety 
stores; tobacco; baking and milling; tire and 
rubber; electric operating companies; gold min- 
ing; radio; finance; and electric holding com- 
panies. 

In evaluating industry and security pros- 
industrial groups from an earnings standpoint 
is not the sole criteria of market attraction. 
Obviously, now, more than ever, security selec- 
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tions should be predicated on carefully derived estimates 
of probable 1942 earnings power. However, at any 
given time, the existing market appraisal of prospects 
for earnings gains or declines of individual stocks is the 
fundamental consideration in security selection. As our 
readers well know, security selection is a relative mat- 
ter, and the successful investor or speculator will con- 
stantly be seeking to answer to his own satisfaction the 
question of whether prevailing prices for specific stocks 
do not discount prospects of earnings gains or declines. 


Business Volumes Affect Earnings 


The war environment indicates that the most impor- 
tant clue to the 1942 earnings prospects for an individual 
company is the present and prospective volume of busi- 
ness. Despite increased taxes and higher operating 
costs, many of the corporations engaged in armament 
production, directly or indirectly, will manage to report 
higher net profits for 1942, although the rate of improve- 
ment over 1941 naturally will be retarded by the higher 
tax levies which are expected during the year. The 
savings and economies attainable under large scale pro- 
duction and volumes will permit higher net profits in 
numerous individual instances. Included in this group 
of war beneficiaries are enterprises of a more or less 
marginal nature which will derive larger net returns 
from war orders, despite low profit margins, than were 
previously obtained from normal activities. The read- 
justments from peace-time activities to munitions out- 
put temporarily, at least, will impair earnings of many 
enterprises, while still others may find conversion of 
facilities or procurement of war orders difficult or im- 
possible, and be forced to suspend operations for the 
duration of hostilities. Fixed selling prices, and higher 
taxes and operating costs, will handicap the efforts of 
corporate executives to maintain profits if dollar sales 
do not show compensatory gains. 

For munitions makers, reduced profit margins per 
unit of output and higher taxes will result in continued 
narrowing of the ratio of net earnings to gross income. 
Hence, the impotance of volume orders. The market 
no doubt will continue to capitalize the earnings of war 
stocks at modest ratios, but the generally depressed 
level of prices which currently prevails for such issues 
affords reasonable insurance against possible eventuali- 
ties during the course of 1942, such as evidence of Axis 
military impotence, which could depress war stocks and 
favor peace stocks. Certain war industries such as 
chemicals could benefit both ways, that is through con- 
tinuance of hostilities or earlier termination than now 
seems likely, inasmuch as post-war prospects also appear 
relatively favorable. Such issues will generally sell at 
higher price times earnings ratios than stocks of com- 
panies whose earning power is likely to diminish sharply 
or vanish when the war is over. 

The leading automobile stocks have been sharply de- 
pressed during recent weeks by the probability of com- 
plete cessation of car fabrication. Despite the enormous 
volume of munitions orders currently on hand and the 
probability of huge additional orders, the market’s 
valuation of General Motors and Chrysler has indicated 
a belief that comparatively low profit margins on mili- 
tary business will result in sharp shrinkage of earning 
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Striking divergence in industrial production for the 

period from June, 1940 (when armaments production 

really began to get under way) to October, 1941, in- 

clusive, is revealed by the following percentage gains 

for selected sub-indices of the Federal Reserve Board's 

index of industrial production, which registered a gain 
of about 39 per cent. 


| 


B 320 AIRCRAFT 


| 


K 256 SHIPBUILDING 


TEXTILE 


MACHINERY 







































INDUSTRIAL PROD. 











STEEL 











CHEMICALS 








PAPER & PAPER PRODUCTS 





COPPER 





TOBACCO 





+ 50% 0 











power. No attempt is here made to judge how much 
lower, if at all, these stocks may sell, but should further 
declines develop, at some point these stocks would be 
relatively attractive commitments on peace prospects 
alone. The longer normal production is stopped by the 
war, the larger will be the backlog of deferred demand 
to be satisfied during the post-war period. Other indus- 
tries normally producing durable consumer goods also 
fit into this category on post-war prospects. 

The importance of weighing the relative attraction of 
specific securities within particular industries from the 
standpoint of prevailing market valuation of prospective 
earnings gains or declines, rather on the basis of 
earnings trends alone, is conclusively demonstrated in 


355 











N. Y. Times Photo 


the instance of certain stable income groups with excel- 
lent dividend records over a period of years which have 
been sharply depressed marketwise by fear of higher 
taxes. The present national emergency requires vast 
expenditures for armaments and, obviously, also re- 
quires substantially higher taxation to narrow the gap 
between outlays and receipts. Little or no resistance to 
further tax boosts should occur under present circum- 
stances. Nevertheless, the consensus of opinion is that 
the Congress, in its desire to meet the Treasury’s re- 
quests, will not go so far as to impair the functioning 
of the profit motive. On the contrary, indications are 
that the bulk of the new tax burdens will be placed on 
individual incomes, and that Congress will take a reason- 
able view of the corporate tax problem. Indeed, cor- 
porate taxation may well reach a ceiling this year which 
will prevail for the duration of hostilities. 


Post-War Prospects Important 


The stock market has been endeavoring to discount 
dividend reductions by American Telephone & Tele- 
graph, and leading companies in stable income groups 
such as tobacco and operating public utilities. If prices 
charged by these enterprises remain at recent levels, the 
rising trend of taxation foreshadows earnings declines, 
but market valuations recently have been so low as to 
suggest that sizable dividend reductions could occur and 
yet make the stocks in question attractive commitments 
on the basis of probable earnings and probable divi- 
dends. Moreover, the possibility exists that certain 
utility companies may be permitted to advance rates 
at least as partial offsets to higher costs and taxes. 

As this article is written, the leading domestic tobacco 
company has announced an increase in cigarette prices 
to help absorb higher labor, raw material, and tax costs. 
Other units in the industry no doubt will do likewise, 
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unless Leon Henderson, Federal Price Administrator, 
should compel American Tobacco Co. to cancel the 
increase. Whatever action is decreed in this instance 
will provide an important precedent for other consumer 
goods industries, such as retail trade, which heretofore 
have been relatively free to change prices in line with 
cost and competitive factors. Should the cigarette price 
increase be permitted to stand, as the facts involved 
would seem to justify, sales probably would not be im- 
paired because of the high level of consumer income, 

The war economy thus poses many problems which 
render sound judgment of industry prospects and 
security values more imperative than ever, but at the 
same time increase the difficulties of making relatively 
long-range forecasts. While the general trend of opera- 
tions in different industries can be visualized with con- 
siderably clarity on the basis of industrial developments 
which already have occured or are likely to occur, 
fluctuations in security values which cannot now be 
adequately foreseen as well as the tenor of war news 
may result in apparent industrial war casualties or com- 
panies with good post-war prospects becoming relatively 
more attractive commitments than securities of com- 
panies dependent primarily on continuance of war orders. 
The investor should bear in mind that wars do not last 
forever, and that war depressed stocks may be attractive 
purchases on peace-time prospects at some period before 
hostilities terminate. 


War-Favored Industries 


The industries which are likely to be most stimulated 
by war-time demands include chemicals, bituminous 
coal and petroleum, railroad equipment, shipbuilding, 
steel and iron, trucks, heavy electrical equipment, in- 
dustrial machinery, and machine tools. The leading 
chemical companies not only are important war bene- 
ficiaries but generally are considered to have good post- 
war growth prospects. Consequently, such stocks will 
tend to sell at higher price times earnings ratios than 
stocks now benefitting from war which may become 
peace casualties. The fuel producing industries are 
essential to atainment of all-out industrial war produc- 
tion, and capacity operations are assured for an indef- 
inite period. Better than average market performance 
is expected of leading oil stocks as a result of high 
volumes and firm price structure indicated for 1942. The 
coal stocks, on the other hand, are essentially specu- 
lative, and their attractiveness will diminish in the post- 
war period. Most of the railroad equipment units have 
large war orders in addition to normal equipment busi- 
ness, and higher earnings and dividends are indicated. 
Post-war prospects, however, are uncertain, as is the 
case with the booming shipbuilding industry. The ship- 
builders are certain to operate at capacity for the dura- 
tion of hostilities, and additions to yard capacity and 
facilities of leading producers should permit further 
earnings growth despite the impact of taxes and the 
possibility of more stringent curbs on profits. 

The iron and steel industry, of course, also will operate 
at virtual capacity levels for the duration of the war, 
but, since post-war adjustments are likely to be severe, 
the steel stocks as well as those of other industrial 
groups which face prospective curtailment in operations 
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on conclusion of hostilities, will probably continue to sell 
at moderate price times earnings ratios. Producers of 
heavy and medium trucks have excellent demand and 
earnings prospects; requirements of military vehicles and 
of trucks for transportation of war material and essential 
civilian needs place the truck industry among the lead- 
ing war beneficiaries, while the rapid growth indicated 
for the trucking industry may become an important 
post-war demand factor. 

While the companies producing heavy electrical 
equipment will be relatively burdened by higher taxa- 
tion, tremendous expansion in armaments production 
requiring heavy electrical equipment is indicated. Dur- 
ing the transition from normal output to defense work, 
profit margins may suffer somewhat, but the leading 
companies will fare considerably better than some com- 
panies which specialized in household electrical supplies. 
Demand for industrial machinery and machine tools 
will remain high for an extended period, and at least 
maintenance of profits is probable as production is 
stepped up additionally. The post-war period may be 
especially difficult for the machine tool industry, but 
special machines developed for war production cannot 
be adapted in most cases to peace-time pursuits and a 
substantial backlog of potential replacement demand 
for other types of machines may be built up, depending 
on how long the war lasts. 

All divisions of the aircraft manufacturing and equip- 
ment industries will be turning out ever increasing units 
for air combat and training purposes. Taxes and pos- 
sible profit control will, of course, be restrictive, but 
increasing output should assure higher profits for leading 
companies. The stock market may tend to discriminate 
against Pacific Coast producers if fears of bombing raids 
should become acute. 


Earnings Variations Expected 


Mixed earnings prospects are more evident for con- 
cerns in the automobile, automotive equipment, and 
metal industries. Profit margins of the leading auto- 
mobile companies will be much lower on defense work 
than on normal production, but the disparity may be 
largely offset in time by the huge amount of armaments 
production which inevitably will devolve on these enter- 
prises. The marginal car producers, on the other hand, 
will probably report considerably better earnings than 
formerly for the duration of the war. No let-down in 
demand or earnings is indicated for parts companies 
catering primarily to heavy truck fabricators, while a 
number of auto equipment companies have sufficient 
defense work to maintain volume despite probable cessa- 
tion of car production. Earnings experience in the auto 
parts industry will show considerable variation. As in 
the case of the iron and steel industry, capacity opera- 
tions are assured metal producers for the duration of 
the war, but post-war readjustments will probably be 
severe. Low-cost mines should do better earningswise 
through stepped-up production, but fixed prices and 
rising costs are restrictive. Special price provisions may 
be made for high-cost, or marginal, producers. 

Despite the wage increases recexztly granted railroad 
employees, selected railroad issues have considerable 
earnings promise. Prospects would brighten if higher 
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freight and passenger rates should be granted. The pos- 
sibility of Government operation has not been elimi- 
nated, and securities of some railroads may be affected 
by bombing fears, but, on the whole, many carriers will 
probably report excellent earnings compared to those of 
recent years. Especially interesting from a speculative 
angle are some of the low-price bonds, and obligations of 
reorganization rails. 

While some producers of office equipment may be 
affected adversely by raw material shortages, companies 
which are making office machines for the Government 
and are in line for further defense work should be able 
to maintain earnings. Farm equipment is essential to 
the war effort, but production will be slowed up perhaps 
to a considerable extent this year by raw material short- 
ages. However, the leading farm equipment companies 
will obtain increasing amounts of armament orders, and 
earnings should be maintained fairly well. 


Favored Civilian Industries 


The meat packing, shoe and leather, sugar, cotton and 
woolen textile, liquor, and motion picture industries are 
among the principal producers of consumer goods which 
have good earnings prospects for 1942. Meat packers 
will continue to enjoy good volume, while higher meat 
prices promise continuance of better earnings trends and 
dividends. Heavy military demands will offset any 
decline in civilian purchases, and earnings promise to be 
good for leather producers and shoe fabricators; the lat- 
ter also will benefit from price restrictions on hides. 
Except for Philippine and Hawaiian producers, many 
sugar companies will benefit from heavy demand and 
favorable sugar prices. 

Further expansion in output of cotton and woolen 
textiles is probable, and leading companies should be 
able to maintain a high level (Please turn to page 404) 
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The Challenge 


of 1942 Taxes 


to Corporate Profits 


BY WARD GATES 


T 


E ALL know that much heavier war time taxes are a 
certainty and that they will have to be taken into ac- 
count in all investment calculations. 

As regards corporate taxation the three major con- 
siderations that investors are now wondering about are: 
(1) whether the basic principles underlying the present 
tax law will be radically changed; (2) to what extent 
corporate profits may be reduced from 1941 levels by 
higher taxes; and (3) whether present stock prices 
adequately discount the possible or probable shrinkage 
in profits. 

Precise forecasts on the principles and rates of tax- 
ation to be adopted in the legislation upon which Con- 
gress will soon start work are manifestly impossible to 
make. But there is no lack of foundation for intelligent 
conjecture and surmise. Moreover, it is easily possible 
to set up quite rational assumptions which would seem 
to allow for the worst probability in coming taxes and 
to figure accordingly where we stand. Let me say at 
once that when this is done—as will be demonstrated 
in the course of this article—the conclusion can only 
be that the 1942 prospect for corporate profits in the 
aggregate is much brighter than would be imagined by 
one who took the present level of equity prices at face 
value. 

The Treasury will, of course, demand from Congress 
much higher taxes than it expects to get. A few weeks 
ago the “trial balloons” centered on the figure 5 billion 
dollars as the increase in revenues that would be sought. 
In the present crisis atmosphere this has been upped 
to “8 to 9 billions of dollars.” Suffice it to say that 9 
billions of new taxes would increase the present Federal 
tax load by some 66 per cent in one jump—and this is 
an election year. The chances are at least 10 to 1 that 
it will not be anywhere near that much. My guess would 
be possibly 5 to 6 billions—and the biggest single chunk 
of it will be had from a variety of taxes paid by individ- 
uals, including many millions of wage and salary workers 
who have not previously paid direct Federal taxes in 
any important ratio to their incomes. 

Again, it is by no means improbable that the Treas- 
ury—which considers “social reform” a valid part of 
tax legislation—will press for various unorthodox 
changes in present principles and methods of taxation. 
To mention but two, it would favor setting a maximum 
limit of 6 per cent return on all corporations’ invested 
capital; and it would like either to put a penalty tax 
again on undistributed profits or tax stockholders upon 
their “share” of earnings not distributed. 
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But these and other novel tax theories have already 
been extensively fought out in Congress. On the evi- 
dence, there is a rather solid basis for confidence that 
(1) Congress will insist on retaining the basic form of 
the present corporate taxes, including the alternative 
methods for calculating excess profits taxes; and that 
(2) Congress will not impose taxes high enough either 
to check efficient production or endanger the foundation 
of the capitalist system. That foundation is the incen- 
tive of reward for risk and accomplishment—and_no- 
where in the world has a workable substitute for it been 
found. 

Senator George, chairman of the Senate Finance Com- 
mittee, was quoted recently as stating that a majority 
of the members of this committee believe taxes already 
are fairly close to the maximum that can be drained 
out of the national income without discouraging pro- 
duction and weakening the whole economy. 

In England it is conceded that taxes have reached 
a maximum; that further rise in personal income taxes 
would present acute problems and relatively small rev- 
enue; and that higher corporate taxes would tend to 
restrict initiative and reduce the efficiency of production. 

Commenting on the latter point, the London Econo- 
mist recently observed: 

“In war time the effects of taxes on enterpreneurs’ 
incomes approximates those of taxes on labor. Produc- 
tive activity is mainly based in war time not on private 
enterprises but on government orders; it is the war 
production plan that sets the size of the national income. 
There is a fringe of uncoordinated activity, but at bot- 
tom enterpreneurs are paid agents rather than risk- 
bearers. * * * The capitalist may now react like a work- 
er. If taxation is such as to yield him little extra income 
for extra enterprise, he may become unwilling to extend 
his activities. * * * Moreover, he will no longer exert 
himself to keep down his costs as he did when he bore 
his own risks.” 

Taxation rates, corporate and personal, are, of course, 
substantially higher in England than here at present. 
Nevertheless total taxes in the United States, including 
state and local levies which run much higher than in 
England, are now equal to approximately 25 per cent 
of total national income as compared with approxi- 
mately 29 per cent in England. Moreover, in the current 
fiscal year only some 39 per cent of the total expendi- 
tures of the British Government will be met out of 
taxes, as compared with over 50 per cent in this country. 

There is nothing sacred in the dream of Secretary 
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of the Treasury Morgenthau of meeting two-thirds of 
our war costs out of taxes. Bear in mind that these 
costs will include billions of Lend-Lease aid supplied to 
other nations. Bear in mind that even when and if our 
Federal debt reaches 150 billions—or much more than 
double its present level—the annual interest charge 
would not exceed 3°4 billions. Since the only alternative to 
huge debt would be to bleed the present generation white 
through taxes, reasonable compromise surely is in order. 

As above stated, the British Government is meeting 
less than 40 per cent of current expenditures out of 
taxation; and Britain will come out of this war with a 
debt heavier than ours in relation to national income 
and productive resources. Yet, judging by the confident 
attitude of the London security markets, the British 
people believe the foundation of their private enterprise 
system will survive, that the public debt load will not 
precipitate a collapse of the British Government’s credit 
and a run-away inflation, and that the inevitability of 
a sharp de-valuation of the pound sterling after the war 
is not something to be viewed with either despair or 
consternation. 

In the 1943 fiscal year—from July 1, 1942 to June 30, 
1943—it is not inconceivable that our total Federal ex- 
penditures may approach 50 billions of dollars. Allowing 
for the resultant expansion in production and national 
income, present tax rates might produce some 15 billions 
in revenue. To meet 40 per cent of an annual outlay 
of 50 billions would thus require tax changes calculated 
to produce an additional 5 billions of revenue; while to 
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meet 50 per cent of the outlay on a “pay-as-we-go” basis 
would require just twice as large a tax increase or 10 
billions of dollars. 

It is not unreasonable to expect that, say, 3 billions 
will be raised from a “paid at the source” tax on wages 
and salaries or a boost in the Social Security taxes or 
some combination thereof. An increase of 30 per cent 
in the yield of present taxes on corporations, on the 
individual income taxes, on estate and gift taxes, and 
on excise and other taxes would yield about 4 billions. 

Thus, in the writer’s view, from 5 to 7 billions more 
could be raised—without unbearable hardship and with- 
out “killing the goose that lays the golden eggs”—but 
it passes belief that any more than this should or will 
be imposed. 

The concensus at Washington is that, at most, under 
the average earnings option the excess profits tax will 
be raised to 75 per cent, against 60 per cent maximum 
at present, that the exemption credit will be lowered to 
75 per cent of earnings of the base period, against 95 
per cent at present; that under the invested capital 
option, the exemption will be lowered to 6 per cent 
return for the base period as compared with minimum 
of 7 per cent and maximum of 8 per cent now and that 
maximum tax rate will be 75 per cent; and, finally, 
that the normal corporate tax may be raised to 40 per 
cent, against 31 per cent now for larger companies. 

That sounds pretty bad, but how would it work out? 
To apply these hypothetical changes with exact precision 
to any given corporation would require an intricate job 
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in tax accounting. For convenience and simplicity, we 
will set up here two purely hypothetical examples, using 
figures which, while approximate—are sufficiently close 
to illustrate the potential change in relative tax liability. 

Let us look first at Company A, electing to pay taxes 
under the average earnings option. In 1941 it had earn- 
ings of $15,000,000 before Federal taxes; its average 
earnings for the base period were $10,000,000. Excess 
profits tax exemption is $9,500,000. Excess profits tax 
at present rates is approximately $3,250,000, normal 
tax is approximately $3,640,000—making total of $6,890,- 
000 and leaving net profit of $8,110,000. 

Assume now that the excess profits credit is reduced 
to 75 per cent of the base period, excess profits tax 
rate is increased to 75 per cent, and normal tax is lifted 
to 40 per cent. On that basis, the 1941 results would 
have been about as follows: Excess profits tax $5,500, 
000, normal tax $3,800,000, total tax $9,300,000, net 
profit $5,700,000 or a reduction of approximately 30%. 

Now take a look at Company B, paying taxes on the 
invested capital option. It earned $15,000,000 before 
taxes in 1941, its invested capital for tax purposes is 
$100,000,000 and its excess profits tax credit is approx- 
imately $7,150.000. It pays $4,660,000 excess profits tax, 
$3,205,000 normal tax, total tax of $7,865,000 and has 
left net profit of $7,135,000. 

Assume that the credit is reduced to 6 per cent, the 
excess profits tax rate is lifted to 75 per cent, and the 
normal tax becomes 40 per cent. In that case the 1941 
results would have been approximately the following: 
Excess profits tax $6,750,000, normal tax $3,300,000, 
total tax $10,050,000, leaving net profit of $4,950,000 or 
a reduction of about 30 per cent from 1941 net. 

But in one respect these examples of how 1941 profits 
would have been reduced by a given change in taxes 
are somewhat beside the point. What concerns us most 
is 1942 earnings potentials. As regards the great majority 
of corporations—and especially those engaged in manu- 
facture—the enlarged volume of 1942 will be an impor- 
tant offset to higher taxes. 

I have before me an estimated, composite operating 
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statement for 200 industrial companies. The picture is 
approximately as follows: Earnings before Federal taxes 
in 1941, $3,100,000,000; taxes $1,550,000,000; net profit, 
$1,550,000,000, the latter total being slightly larger than 
in 1929. The year’s gain in industrial volume, as 
measured by the Reserve Board index, was approxi- 
mately 28 per cent. The estimated gain for these 200 
companies in earnings before taxes was 80 per cent. For 
1942 this publication has estimated an increase in indus- 
trial production ranging between 12 and 18 per cent. 
Let us take the middle of this range and assume it is 
15 per cent. In that case it would seem amply consery- 
ative to allow for gain of at least 30 per cent in earnings 
before taxes, making this hypothetical total for 1942 
approximately $4,000,000,000. 

Now for 1941 in this composite picture the Federal 
taxes—normal and excess profits—were equivalent to an 
average effective rate of approximately 50 per cent of 
earnings before taxes. Let us assume, for example, that 
the effective rate is increased 30 per cent in 1942 to 65 
per cent of earnings before taxes. In that case the 1942 
net profit of these 200 companies, on the basis of the 
above calculation of volume gain, would be $1,365,000, 
000 or less than 12 per cent under 1941. It would be more 
than in 1940, 1937 or 1936. 

But suppose the effective rate should be as high as 
70 per cent—which is much stiffer than we have heard 
any responsible observer suppose. In that case, the 
above calculation would work out to composite 1942 
profit of $1,170,000,000 or less than 4 per cent under the 
average profits of 1936-1937-1940. 

Even if the average effective tax rate for these 200 
companies became 75 per cent, which is out of the ques- 
tion, 1942 profit would figure $975,000,000 which is but 
a trifle under the results of 1939 and which, for instance, 
is $7 per cent more than in 1935. For comparison, our 
weekly index of 290 common stocks is at this writing 
approximately 25 per cent under the lowest level of 
1939 and approximately 34 per cent under the average 
level of 1939. Moreover, it stands a trifle under the 
lowest level of 1935 and nearly 30 per cent under the 
average level of 1935—despite the fact that under the 
most absurdly extreme tax example cited here 
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earnings of the leading industrials for 1942 would 





be 37 per cent more than in 1935 and, on the 
basis of the more plausible tax assumptions for 
1942, would be somewhere between 65 per cent 
and 91 per cent larger than in 1935. 

The conclusion is inescapable that common 
stocks on the average are now priced not in 
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reasoned relation to earnings potentialities but 
more on the basis of an acute psychological 
depression. In not a few cases equities are now 
valued at less than net quick assets per share—a 
phenomenon witnessed at the bottom in 1932— 
allowing no value for plant or earnings poten- 
tials. 

The purpose of this article has been to argue, 
on as realistic a basis as possible, that pessimism 
on the general earnings outlook has been greatly 
overdone. Naturally, the effects of higher taxes 
upon individual corporations will vary greatly, 
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but the following general principles are valid: 
(1) The most (Please turn to page 394) 
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ALLIES vs. AXIS 


Economic Strength and Weakness Behind the Fronts 


BY V. L. HOROTH 


Wras there any need of bolstering up our own courage 
and that of our Allies, we could always do so by com- 
paring the manpower and the natural and industrial 
resources at our command with those available to the 
other side. The comparison of these cold figures is truly 
impressive, showing an advantage, all considered, of 
at least two to one in our favor. While these superior 
economic potentials cannot permit us to lose the war in 
the long run, they may, however, be unable to prevent 
us from losing battles for some time to come, since a 
large proportion of them have not been diverted to war 
purposes as yet. 

As regards available manpower, the population in the 
Allied countries (including that of such friendly areas 
as Latin America, Egypt, Iran and the Portuguese 


Colonies, whose manpower is available through their 
exports) numbers almost 1,400,000,000. The population 
of the Axis area is estimated at about 600,000,000, of 
which at least 350,000,000 are captive people, Chinese, 
Russians and non-German Continentals, all of them 
ready to turn against their oppressors. In estimating 
effective fighting power, the recently issued special sur- 
vey of the Census Bureau states that on the basis of 
an 18 to 35 age standard, the anti-Axis powers, exclud- 
ing China, India and the Netherlands East Indies, have 
some 57,000,000 men available as soldiers as compared 
with 29,000,000 for the Axis powers. If China, India 
and the Dutch East Indian Empire are included, the 
total for the anti-Axis powers rises to some 164,000,000. 
On the basis of the League of Nations data on men of 

conscript age given in one of the 





National Income and Armament Expenditures of Belligerents 


1. National Income 


accompanying tables, it may be 
assumed that the number of men 
becoming annually of military age 
is about 550,000 for Greater Ger- 


many, about 1,500,000 for the 
United United Germany Be A 
mieater wine.) Resdem ends, eee i Soviet Union and some 1,150,000 
ears ollars ounds ollars en marks , ae = 
1937... 72,200 5,200 3,800 20,500 71,000 {for the United States. 
| 66,600 5,300 4,100 22,500 79,000 Similarly a comparison of the 
eee ts — = 88,000 = output of raw materials, basic 
SORQE RS ye ae cactcoene 75,700 7,000 4,950 28,500 100,000 : a 
1944 (est.).......... 95,000 8,200 6,000 34,000 412,000 manufactures and foodstuffs shows 
1942 (est.).... 115,000 9,300 cial noce 125,000 4 wide margin in favor of the 
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: ’ ratic” world, including the 
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sstieaiaataanaaina nian os ees wen tegic materials are controlled by 
: i ci] wers. 
il. Ratio of Armaments to National Income the Allies and by the Axis Po ie 
Calendar Allies: 95 to 100 per cent; Amis: 
— , i oil, jute 
wer. ...... 1.4 5.0 rc) 18.5 os 9 to 5 per cent: crude oil, jute, 
OST aeeeeneae aes 1.7 7.5 8 26.7 31.7 nickel, vanadium, beryllium, 
so ATS se pow Be peor pi molybdenum. 
0 (est.)..... 8.0 . ; . ' bl i cal lc 
1941 (est.).... 19.5(a) 45.0 24.1 (a) 39.3 60.0 Allies: 90 to 95 per cent; Axis: 5 
1942 (est.)...... ef” |) eee SOG sss veces a to 10 per cent: crude rubber, cot- 


| (a)—Exeluding Lend-Lease or equivalent. (b)—Including Lend-Lease or equivalent. 
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The Allies—United States, United Kingdom, Canada, France up to 1940. 
The Axis—Greater Germany, Italy, Japan, Continental Europe from 1940 on (steel and 


aluminum only). 


10 to 20 per cent: manganese ore, chromite, antimony, 
wool, tin. 

Allies: 70 to 80 per cent; Axis: 20 to 30 per cent: wheat, 
tungsten, cattle hides, beef, sugar, lead. 

Allies: 60 to 70 per cent; Axis: 30 to 40 per cent: iron 
ore, steel, wood pulp, paper, coal, oats, pork, zinc. 

Allies: 50 to 60 per cent; Axis: 40 to 50 per cent: baux- 
ite, aluminum, rayon. 

These percentages are, of course, constantly changing. 
In the case of British Malaya, where large tin and 
rubber producing areas have already fallen into Japanese 
hands, the volume of rubber and tin available to the 
Allies will be lowered. Similarly, the possible occupation 
of the Philippines would give the Japanese badly needed 
iron ore, hemp and chromite, though not in quantities 
sufficient to win the war. 

On the other hand, the Allies’ margin in many non- 
ferrous metals, chemicals and foodstuffs is probably 
increasing as a result of the expanding production 
throughout the Western Hemisphere, Africa and British 
India. In the case of copper output, for example, the 
territories now controlled by the Axis Powers produced 
in 1938 about 240,000 short tons, while the rest of the 
world mined about 1,950,000 short tons, the share of 
the United States being about 550,000 short tons. In 
1941 the total Axis-controlled output will probably be 
less than 300,000 tons, while the rest of the world will 
produce almost 2,600,000 short tons of copper, prac- 
tically all of which will be available for the Allies. Of 
this the United States will contribute about 1,000,000 
short tons and Canada about 400,000 short tons. 
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Our zinc output, put at 830,000 short tons im 1941, 
and our primary lead production, set at 570,000 short 
tons, have practically doubled since 1938 and, exclusive 
of the huge output of the British Empire, Latin America 
and the Soviet Union, equal the production of the Axis 
dominated areas. The steel output has practically main- 
tained its relation of approximately two to one in our 
favor, despite the German conquests on the Continent, 
the loss of steel producing areas in the Soviet Union, 
and the Japanese industrial expansion. In 1938, as will 
be seen from the accompanying table, Germany, Italy 
and Japan produced about 33,000,000 long tons of steel. 
By 1941 they had expanded this output to some 52,000,- 
000 tons, chiefly through conquest. The present Allied 
area, including France and the Soviet Union, produced 
in 1938 about 68,000,000 long tons; in 1941, without 
France and with only about one-half of the Russian 
production available, the Allied steel output aggregated 
about 112,000,000 long tons. 

The general industrial capacity of the Allies and the 
Axis Powers shows about the same relation as their steel 
output: two to one in our favor. The estimate of capital 
goods capacity, based principally on the pre-war output 
of automobiles, is even better: three to one in favor of 
the Allies. Both estimates are, however, based on pre- 
war data and must have been affected to a considerable 
extent by the war-time expansion and by the shifts in 
productivity of labor. 

As a whole the changes that have taken place have 
probably further strengthened the Allied position. ‘The 
capital expenditures for plant and equipment in the 
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The Allies 


Italy the year 1941 was undoubtedly the 
year of optimum production as a whole. 
The law of diminishing returns should 
begin to operate in 1942 and hence the 
sacrifices required of the population in the 
Axis dominated areas are likely to be in- 


Years Years Years Years ; : : 2 
The Allies Census 15-19 20-25 25-29 30-34 creasingly disproportionate to the main- 
United States... . (1935) 5,995 5,664 5,205 4,717 . . 
United Kingdom........... (1937) 1,956 1,868 1,916 1as6 tenance of the production of war material. 
eno i Se: (1938) 558 519 484 422 Of the Allied countries, Great Britain is 
= aaa ec prenante oa R. oun au, probably very near the maximum war 
ne ’ 4 : : effort. In the Dominions, Canada, Aus- 
The Axis tralia and the South African Union, some 
Germany and Austria. pe 2,966 = — yp small margin probably exists undoubtedly 
RGA. Sranccerisis 1936 1,561 97 y 1535 ‘ . 1 
inane (1938) ‘aa pe 07 375 depending upon our ability to supply tools 
RIE Aa RS eR (1935) 3,351 3,037 2,670 2,379 and raw materials. In this country, we 
ae Nene (1938) 172 164 176 162 


Source: League of Nations Statistical Year-Books. 


still have to go quite far before we reach, 
if ever, the stage at which Germany is at 
present. 





United States, amounting to almost 10 billion dollars 
in the 1939-41 period, must have exceeded by a large 
margin any industrial expansion in Germany or Japan. 
The new capital issues in Japan amounted in the 
same period to less than $3,000,000,000. Second, 
the Allies still have a margin in the fact that their 
industrial productivity can be stepped up to a con- 
siderable degree, since they have not yet reached, as a 
group, the stage of full employment of their productive 
resources, as have the Axis Powers. In Japan, the 
maximum industrial output is estimated to have been 
reached in 1939, although it is quite possible that arma- 
ment production has been maintained by drastic 
curtailment of civilian consumption. In Germany and 


In judging the strength of the two bel- 
ligerent groups, the most important, however, is the 
degree to which their economic potentials are being 
diverted into the production of war equipment. This 
“degree of war effort” was principally responsible for 
the fact that the Axis Powers had up to the summer 
of 1941 been producing more war equipment than the 
Allies (the Soviet Union, of course, excepted), and 
accumulating considerable reserves of war materials. 
How this worked can be illustrated in the case of Japan, 
which in 1940 probably consumed some 200,000 to 220,000 
tons of copper, half of which was imported. About 
four-fifths, or some 175,000 tons, went into war equip- 
ment. The United States copper consumption in the 
same year was around (Please turn to page 404) 





World Production of Non-Ferrous Metals and Ferro-Alloys 


Anti-Axis Powers: 











Man- Tungsten 
‘ile —_ ganese Concen- % An- 
Copper Zine um esium re Chromite trate Tin Nickel timony 
(000 s. t. (000 s. t.) alt e ft ) (ooo m. t.) (009 m.t.) (000 m. (000 mt. t.) (000 m. t ) (000 1. t.) (000 m.t.) (000 m. t.) 
1939-40 1939-40 . 1939-40 1940 1940 1939-40 1939-40 1939-40 1939- “46 1939 1938-39 
United States & Poss.*. . 910 640 470 190 6 100 130 5 wee aa «s 
co ee ee 380 190 200 110 rae 4 : ea 96 1 
United Kingdom.......  ..... 60 10 35 — kas. a ee 2 
Other Empire......... 320 100 370 1,650 370 10 110 ? 
Belgian & Dutch Colonies 150 Pe. pave aie : 140 55 52 13* 
__ SS Py eeee 120 110 80 55 2 2,300 210 3 ; 
MR oo sic einssaveacce a on F At 3 6 6 
1,880 1,100 1,130 390 15 4,190 769 18 170 112 7 
Friendly Trade Areas: 
Central America....... 60 40 240 120 52 11 
South America........ 430 oe 50 205 5 4 41 +r 11 
Tote: «<6. : 2,370 1,140 1,420 390 15 4,515 826 22 211 112 29 
Axis Powers: 
a ree 40 250 220 240 19 : : 1 
MN. kas Aeatckinwecan 40 40 40 1 50 ‘ cat 1 
MER seis eicromvee antes ree 70 50 50 2 ma eg re 
Other Europe......... 130 400 180 50 1 100 70 5 2 4 4 
170 760 510 380 23 150 70 5 2 4 6 
asset oe, 90 60 30 35 4 70 40 3 3 
Indo-China, Thailand. . . 10 10 4 10 1 21 
North Affica.......... Waves ee ap a is 1 
oe eee 270 830 520 415 27 224 120 9 26 4 7 
Grand Total. ......... 2,640 1,970 1,940 805 42 4,739 946 31 237 116 36 


* Free French Colonies. 
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all kinds of stocks have been so greatly de- 
pressed, the chances are that the averages will register 
substantial advance at some time within 1942. Yet, 
as always, the recovery will not be uniform. The specu- 
lative-investor has to take into account, especially, the 
war-time economic dislocations which adversely affect 
some enterprises and higher coming taxes for all. 

The only effective off-set to radically higher taxes is 
bigger volume; and this can be expected only of corpora- 
tions doing a large volume of war business, or of a few 
others favored by secondary defense stimulation. In 
our special recommendations made in this annual feature, 


the metal that has gone a long way toward replacing 
many other metals in household equipment and archi- 
tectural ornamentation but there are literally hundreds 
of other alloys of many purposes and Allegheny Ludlum 
is the second largest manufacturer of these alloys in 
this country. Alloy steels are of the highest importance 
in war work and they bid fair to be improved in utility 
value as we beeome more familiar with their virtues 
through use. Prior to the war in Europe, approximately 
15 per cent of all European steel production was alloyed 
steels. In the same time, our production was only about 
5 per cent of our total steel output. Since alloyed steels 
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we have taken into account mainly the question of 
relative speculative-investment attraction— based on 
outlook for volume and earnings, together with com- 
parative prices. We believe the issues chosen should 
register larger gains than the averages during the present 
year. 

Because we do not regard the time as opportune, 
current purchase of these issues is not advised. Con- 
tinuing guidance will be found in our regular article on 
the market in the forepart of each issue. 


Allegheny Ludlum Steel Corp. 


One of the most important developments within the 
steel industry in recent years is the rising use of alloyed 
steels for many purposes. The best known article as 
far as the general public is concerned is “stainless” steel, 
are no more important to European producers than to 
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ourselves, it is probable that we will be consuming an 
even greater proportion of our total output as alloyed 
steels which means that such producers as Allegheny 
Ludlum will be called upon to produce at least twice as 
much as in the recent past and perhaps even greater 
quantities. 

Production capacity has already been stepped up and 
other facilities are under way. The latest addition is the 
Dunkirk, N. Y., plant which is being financed by the 
Defense Plant Corp., but will be operated by Allegheny 
Ludlum. Earnings for the year just completed are not 
as yet available but, from all indications, they should 
be well in excess of the $2.78 a share reported for 1940. 
In all probability, earnings per share for 1941 were about 
$1 a share higher, as indicated by the 1941 dividend 
which totalled $2.25 a share as compared with $1.50 a 
share in the previous year. Despite undoubtedly higher 
costs and taxes, Allegheny Ludlum’s increased volume 
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of production will go far to maintain satisfactory earn- 
ings. The company has ample working capital and a 
current asset ratio of better than 2.5 to 1 at the date 
of the last reported balance sheet. 


American Car & Foundry Co. 7% Preferred 


American Car & Foundry is, of course, primarily a 
manufacturer of railroad equipment and similar mate- 
rials. But, true to the traditions of the railroad equip- 
ment industry, it has again demonstrated its ability to 
shift over from a peace time to a war time basis without 
undue disturbance. Not that the railroad equipment 
business has been sidetracked for the duration of the 
war, for that is far from the facts. American Car & 
Foundry has, however, been able rapidly to utilize spare 
production capacity to such good effect that the com- 
pany is now one of our leading producers of armament 
materials. 

The most important military equipment made by 
AC F are tanks. The company now rates itself as being 
the largest manufacturer of combat tanks in this country 
and its machines are in active operation under the British 
in the North African campaign where they are highly 
regarded. Other products include shells, mine sweeping 
equipment, armor plate, portable pontoons and a host of 
other items. Statistics of war orders are no longer 
being made public but, as of October 31, the unfilled 
order backlog amounted to more than $186 million of 
which about $131 million was for Government orders 
and the remainder presumably for railroad equipment. 
At the beginning of last month, one plant of the com- 
pany was reported to be turning out tanks at the rate 
of 400 to 500 monthly. 

The company’s fiscal year ends April 30 and, accord- 
ingly, the customary mid-year report is for the 6 months 
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ended October 31. As of that date, American Car & 
Foundry reported net income after all charges—includ- 
ing an estimated tax liability of more than $13 million— 
amounting to $4.8 million or the equivalent of $16 a 
share of preferred stock and compared with a net of 
$823,655 for the same six months of 1940, a sum that did 
not fully cover preferred stock requirements. It is diffi- 
cult to estimate results for the remainder of the com- 
pany’s fiscal year in view of the uncertain tax situation, 
but it is fair to guess that earnings for the full fiscal 
period will be no less than $30 a share and most likely 
considerably more. 


Bendix Aviation Corp. 


Bendix Aviation now lives up to its name more than 
in the recent past. Once only a small part of its prod- 
ucts were used by the aviation industry, most of them 
being of major importance to the automobile industry. 
Now such equipment—other than that made for war 
purposes—accounts for only about 15 per cent of the 
total volume, all of the remainder being of military 
utility value. The products now emphasized by the 
company are carbureters for all types of internal com- 
bustion engines, magnetos, airplane instruments of 
many kinds, starting equipment for planes, tanks and 
cars, brakes, airplane struts, wheels and a number of 
other related items. Despite the large initial produc- 
tion capacity, plants have been continuously expanded 
with other additions in prospect. 

Only recently, Bendix adopted a fiscal year which ends 
September 30. For the 12 months ending on that date 
in 1941, net income rose more than $5 million from that 
of the previous year to a total of $13.3 million or the 
equivalent of $6.30 a share of common stock and as 
compared with $3.75 a share for the comparable period 
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Pictures courtesy Gilbert Paper Co. 


of 1940. At that date, Bendix had an indicated working 
capital of some $14 million; a sizable sum in itself but 
perhaps not completely adequate for longer term indi- 
cated needs. However, Bendix has usually financed its 
working capital needs through bank credits and there 
are no indications that this plan will be discarded in the 
near term. As of the end of September, unfilled order 
backlogs amounted to better than $350 million or more 
than two years of work at the 1941 fiscal year rate. 
Production is still on the increase so that the time 
needed to complete orders would probably be consid- 
erably shortened if no new work appeared. But there is 
not even a remote possibility of a decline in new business 
for some time to come and therefore, with larger sales 
again in prospect, earnings should continue to increase 
despite admittedly greater costs. Over the longer term, 
Bendix promises to be one of the principal sources of 
armament materials and as such has likely achieved a 
new and better position in our industrial setup. 


Bohn Aluminum & Brass Corp. 


Bohn Aluminum & Brass has long been a specialist 
in the making of aluminum and other metallic parts 
for automobiles. Perhaps the most renowned product 
were aluminum pistons which were once the fashion in 
the automotive industry. Automotive parts have, how- 
ever, shrunken in relative importance of recent months 
with the greatest emphasis now resting upon various 
items of great importance to the makers of munitions, 
air planes and engines, military and naval equipment 
and Diesel engines. Of greater importance to the stock- 
holder is the fact that despite the elimination of most of 
the company’s civilian business, output continues at 
peak levels and profit margins are relatively undisturbed. 

Sales have been sharply higher since the outbreak of 
the war and as a result, earnings have continued to 
gain albeit not at the same rate as have sales. Never- 
theless, for the first 9 months of 1941, Bohn reported 
net income equivalent to $3.26 a share of common stock 
as compared with $2.85 a share in the same months of 
1940 and for the full year 1941 it is probable that earn- 
ings were moderately better than $4.50 a share despite 
higher taxes and other expenses. Bohn supplies prac- 
tically every important automobile and airplane maker 
with one or more items and will retain this business. 
Orders for Bohn products will continue to keep pace 
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with those of its customers so that in actual fact, Bohn 
Aluminum shares represent an interest in a broad cross 
section of those companies most actively engaged in 
defense work as well as in future peace time adjustment 
business. Bohn Aluminum & Brass has always main- 
tained a reasonably liberal dividend policy and since 
1942 earnings will probably exceed those of 1941 just 
as that year’s were higher than those of 1940, it is prob- 
able that 1942 dividends will be at least moderately 
higher than the $2 a share distributed to the etommon 
stockholders in 1941. 


Celanese Corp. of America 


Celanese Corp. has long been the leading manufac- 
turer of acetate rayon in this country and has fast been 
assuming a leading position as a plastics manufacturer. 
The elimination of silk imports from Japan has favored 
the rayon industry as a whole and Celanese in partic- 
ular due to the fact that Celanese products are par- 
ticularly suitable as a substitute for silks in instances 
where appearances and textures are concerned. The 
recent acquisition of Celluloid Corp. with its numerous 
plastics, improves Celanese position in the plastics 
field, while the fact that silk will probably never 
again come into its previous place in this country in- 
sures a strong future demand for its synthetic yarns 
products. 

On a long term basis, Celanese earnings have been 
constantly in an uptrend. In 1940, Celanese earned some 
$3.38 a share, but in 1941 earnings were only a relatively 
few cents higher, due to the sharp impact of taxes. But 
with production facilities for the making of Celanese 
yarns mounting and other activities becoming increas- 
ingly important as contributors to income, it is probable 
that 1942 earnings will show a moderately better rate 
of increase than in the more recent years. As a matter 
of fact, had it not been for increased taxes, net income 
for 1941 would have set a new high record. As it was. 
however, the earnings per share reported were more 
than satisfactory since they indicated a continuation of 
the right trend. 

Dividend payments had been fairly liberal and will 
probably continue to be so. For 1941, Celanese paid $2 
a share of common stock. Prospects are that this year’s 
payments will be moderately larger, the exact sum being 
dictated, of course, by actual earnings. 
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Erie Railroad "A" Preferred Stock 





Erie Railroad has just recently completed its reor- 
ganization in almost record time and has accomplished 
its rehabilitation through a drastic scaling down of its 
fixed charges. So thorough has this pruning process been 
that Erie’s earnings—based upon the recapitalization 
plan—have been the best of any of the reorganization 
roads and in only one recent year—1938—did the road 
fail fully to cover fixed charges. In that year the failure 
was occasioned by repairs and renewals out of line with 
actual revenues but much needed to help restore the 
properties to a sound operating condition. 

Erie is particularly favored by war born traffic since 
it serves a very highly industralized area of the East 
and Middle West. That this is so is borne out by the 
fact that gross revenues in the first 9 months of 1941 
were 25.5 per cent higher than a year ago. 

Wages were increased in the last four months of the 
year but, despite that fact, it is estimated that Erie 
not only covered its full fixed charges—including in- 
come payments—three times but also had net income 
after all charges equal to about $22 a share of preferred 
stock. The preferred stock requirement is $5 a share 
and thus it is probable that the road earned this amount 
45 times. 

The reorganization was good for Erie which had long 
been over-capitalized as a result of the railroad manipu- 
lations of the 80’s. With the heavy burden of man- 
latory fixed charges out of the way and the road in 
much improved physical condition, Erie should con- 
tinue to demonstrate an unusual ability as a consistent 
earner. 

The market value of the preferred shares is hardly 
in keeping with the demonstrated earning power of 
the revamped road and thus adds to the attraction of the 
preferred shares both as a producer of income and 
potential capital appreciation. 


Earnings have reflected the difficulties under which 
the paper industry struggled in recent years but the di- 
rectors recapitalized the company in 1937 and finally 
cleared up preferred dividend arrearages last November. 
Current earnings have been excellent and with no abate- 
ment in immediate prospect for the paper industry as 
a whole, they should continue at high levels. For the 
first nine months of 1941, International Paper earned 
about $11.5 million after all fixed charges as compared 
with $10.3 million in the same months of 1940. The 
latest earnings were equivalent to about $12 a share as 
compared with preferred dividend requirements of $5 
per annum per share. For the full year it is probable 
that earnings approach $20 a share or 4 times the actual 
dividend rate. After the war it is possible that the 
paper industry may relapse into a relatively quiet period 
but in the interim, International Paper will have had 
the opportunity to strengthen its financial positions con- 
siderably and also to gain considerable business from 
foreign competitors which will remain when the emer- 
gency has passed. 


Southern Railway Co. Preferred 


It is hardly necessary to extol the leading position of 
Southern Railway in the South. The road serves prac- 
tically every active industrial center and traffic con- 
tinues to mount in keeping with the ever increasing vol- 
ume of business that is accruing to these new manufac- 
turing districts. Favorable climate, ample supplies of 
certain raw materials and abundant supplies of com- 
mon labor practically insure the South of a continued 
industrial growth and since the Southern Railway serves 
to bring in materials as well as carry them away to 
markets, its future should also be assured by the same 
development. 

Southern Railway has made a remarkable come-back 
from the effects of depression influences. Through con- 
stant application and low cost (Please turn to page 399) 


International Paper Co. $5 - Pik Hill, 
Preferred Stock ee ewer |||! | 
a Py) a eel 


International Paper Company—suc- 
cessor through recent merger to the In- 
ternational Paper & Power Co.—is one 
of the largest manufacturers of papers of 
many kinds in this country. The com- 
pany is completely integrated with ade- 
quate supplies of pulp wood as well as 
all of the machinery necessary to con- 
vert the wood into finished paper. The 
paper industry has been operating un- 
der difficult conditions prior to the be- 
ginning of the war but now, production 
capacity once considered to be bur- 
densome is inadequate for the quan- 
tity of pulp and paper products re- 
quired. International Paper exhibited 
tare foresight in expanding its produc- 
tion facilities in years just prior to the 
war and is now reaping the benefits of 
its $50 million expenditures for plants 
and equipment. 


Courtesy a.c.f. 


JANUARY 10, 1942 

















' 


Charles Phelps Cushing Photo 





Br 8. &. T. 


Treasury officials will recommend that income taxes be 
called upon to supply most of the new revenue under 
the bill soon to be drafted. Take what you expect to 
pay next March, double that, and the result will be 
pretty close to what the Treasury experts would like 
to collect from you for 1942. It wouldn’t be extracted 
in one lump, would be accumulated through withhold- 
ing, etc. Congress may balk and revamp this drastic 
war financing plan, but taxes on incomes are certain to 
be upped painfully. 


General sales tax may be written into the revenue 
bill by Congressmen yearning to ease direct punishment 
of incomes. The Treasury is against this for two reasons. 
First, because revenue therefrom would be limited. 





Washington Sees: 


America will continue as the self-constituted 
arsenal of Democracy while gathering strength 
to crush Japan. 


Roosevelt realizes that Hitler remains Public 
Enemy No. |. Hence the President won't be 
diverted from his aid to the Allies, won't press 
Russia to declare war against the Japs or make 
available bases from which United States planes 
might bomb Jap cities and naval units. Hatred 
for Japanese treachery won't impel the President 
to weaken the front against Hitler by siphoning 
lend-lease goods into the Pacific. 


The President will go forward on the theory 
Japan can't in the long run win, that Germany 
might. Japs will continue to pile up victories in 
the Far East. U. S. retaliation will be slow in 
coming. 


Real American counter-blow at the Jap war 
machine will be struck only after American in- 
dustrial and military might have mobilized for 
fighting in both East and West. 
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Second, because the Administration is reluctant to make 
it harder for consumers to buy such necessities as food 
and clothes. But lawmakers believe the sales levy would 
be more popular with the public than stiffer income 
assessments. 


Excess profits tax based on value added by manu- 
facture is under the Treasury’s microscope. This tax 
would fall against the difference between the amount 
received for a finished item and cost of materials and 
purchased services. It would strike directly at bloated 
war profits. Don’t be surprised if it’s sent aloft as a 
trial balloon when the Treasury lays a revenue program 
before Congress. 


Requisitioning law will shortly be broadened by Con- 
gress to permit the Government to transfer equipment 
from one plant to another. The present statute, enacted 
before the war declarations last year, prohibits seizure 
of machines necessary in the operation of the owner's 
establishment. Thus tools used only once or twice a 
vear can’t be commandeered by Washington and shifted 
to a defense contractor where they could be worked 
around the clock. The prohibition narrows the Presi- 
dent’s wartime power. It will be repealed. 


Railroads are in excellent position to survive the war 
without Government seizure. Real reason for this lies 
in the fact they can now pool resources without tres- 
passing on Federal laws. During the last world conflict 
they couldn’t. Pooling of cars and terminal facilities 
will be essential again, but this time it can be achieved 
while the carriers remain privately owned. 


Motor truck transportation won’t suffer any substantial 
overall curtailment by reason of tire rationing. Forcing 
these freighters into dead storage would impose _ too 
great a burden on the rails. The O P A will strive to keep 
them rolling. Truckers already engaged in defense 
activities will get new tires. Operators who can’t now 
qualify for ration cards will be encouraged to shift into 
war business. But light trucks, such as those used for 
local deliveries, will have same status as passenger cars. 
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Price ceilings on strategic materials will not be jacked 
up uniformly to encourage production. There’s no dis- 
position within O P A to let prices go higher on a broad 
geale. Gradually, and individually, high-cost producers 
will be allowed a Federal subsidy constituting a price 
perhaps 15 per cent higher than ceiling levels. Already 
a number of such increases have been granted. But 
don’t look for any general expression of this trend. 


Machine tool manufacturing facilities will be further 
expanded. The industry itself is talking of speeding 
production by operating more shifts and enticing semi- 
idle plants into the defense program. That won’t meet 
total war needs, so the Government will insist upon 
more expansion. This will take place largely within 
going establishments. 


Construction industry may survive war restrictions 
with an actual 1942 gain. Private building will shrink 
drastically. But construction of industrial plants, ware- 
houses, Government reservations, and terminal facilities 
will zoom. There appears to be real possibility that 
from these two operations the industry may emerge 
with a 1942 expansion of around 10 per cent. 


Blackout paints will bear investigation. Businessmen 
planning to darken their premises with new paints on 
the market should be careful. The Government was 
talked into buying hundreds of gallons of one of these 
novel preparations for application to windows in essen- 
tial buildings. A few days later the paint was popping 
off the glass in huge blisters. Now Federal painters are 
confronted with the huge task of removing all the stuff 
and substituting something more satisfactory. 


Single procurement agency for all Government buying 
is again up for consideration. Army and Navy are 
opposed. So is OPM Director Knudsen. Roosevelt 
will make the final decision. Present indications suggest 
he will say no. 


OPM turmoil has been heightened by war. The place 
continues to be tormented by reorganizations, realign- 
ments, duplication, and conflict. Most recent shake- 
down has had the effect of relegating several key men to 
subordinate status of consultants. This is a polite way 
of being kicked downstairs. Resignations are certain to 
follow. 


Price control enactment has become a mere formality. 
The bill will go through the Senate on skids greased by 
war environment. Canadian troubles with general price 
fixing have hushed demands for a similar system here. 
In its final form the bill will echo Administration re- 
quests, with a single Administrator, business licensing, 
and a ceiling on agricultural commodities lower than 
that demanded by the farm bloc. 


American industry won't be asked to lower production 
standards in order to fabricate less costly war weapons 
and speed output. Actual tests in war theaters have 
convinced policy makers that expensive precision and 
refinement worked into United States war implements 
are worth the price. A high original investment in 
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weapons more sturdy and lasting than those of the 
enemy finds its counterpart in fewer breakdowns and 
replacements. This is an especially vital element in a 
war of attrition, so the war planners have decided to 
damn the price and get the best. 


Rubber production from the guayule plant will be 
explored by the Government. Congress is expected 
to authorize this venture. Enabling legislation is 
already in the works. It is estimated that for around 
$3,000,000 Washington can pick up 4,500 acres of the 
desert shrub now under cultivation in the West. Some 
experts are hailing the guayule as a satisfactory 
substitute for the rubber tree of far Pacific regions. 


Automobile manufacturers, likely to find themselves 
almost completely in the business of making war 
weapons, can expect this shift to be reflected in profits. 
Earnings of the little independents will be hiked; the 
bigger fellows’ net will shrink. Small independents can 
reasonably count on an average return of seven per cent 
on war contracts. That’s a greater margin than realized 
on their auto sales since 1929. 


Gasoline rationing may be made unnecessary by tire 
shortage and oil company cooperation. Reduction of 
East Coast petroleum supply is inevitable. Already 
several tankers have been shifted from the Atlantic to 
the Pacific. But tire restrictions will cut gas consump- 
tion, and oil companies will shortly be ordered to stand- 
ardize and pool gasolines. These elements will postpone 
rationing, may eliminate its necessity. 


Atlantic Coast Line Photo 


The rails are likely to remain under private management 
although their facilities will be pooled. 
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Status of Bonds As We Enter 1942 


—Defense Bonds Discussed 


BY J. S. WILLIAMS 


Wan the entrance of the United States into the 
Second World War, it became virtually certain that the 
historically high bond prices attained in 1941 would 
not be duplicated for some time to come. This is not 
to imply that the trend has reversed and that bond 
values are headed for a protracted decline. A real 
decline may not materialize until the post-war years, 
and only then if the country should be forced into a 
serious business depression. But the war demand for 
financing and credit will be insatiable, creating an 
irresistible pressure for higher interest rates, accom- 
panied by a corresponding adjustment in bond yields. 
In the face of the specter of many unforeseen contin- 
gencies invoked by the war, obviously any long range 
appraisal at this time would hardly be valid, but, as the 
situation shapes up for the foreseeable future, the 
bond investor faces nothing more serious than a mod- 
erate lowering of bond values. 

The debacle at Pearl Harbor and the subsequent 
declaration of war was only briefly disturbing to the 
bond market. At the outset, Government issues dropped 
sharply and both the Treasury and the Federal Reserve 
were required to engage in supporting and stabilizing 
operations. Subsequently, however, it was revealed that 
the extent of this buying, at least on the part of the 
Federal Reserve, was much smaller than had been gen- 
erally supposed. Confidence was also manifested on the 
part of large institutional buyers who took advantage 
of the lower prices to acquire large blocks of Govern- 
ments. Whether or not banks will be willing in the 
future to support the Government bond market remains 
to be seen. It is probably a safe assumption, however, 
that the banks and other large institutions will be 
willing—and eager—to enlarge their bond portfolios 
whenever yields are worthwhile. 

In a large measure the course of Government bond 
prices will determine the trend of all bond prices, cor- 
porate and municipal, in the high grade groups. This 
will also be a factor in the lower rated groups, but less 
so than in the case of “money” bonds. Second grade and 
speculative bonds will display a much greater degree of 
price sensitivity and individual movements, resulting from 
developments in the affairs of the issuing corporation. 

Of this we may be certain, that the Government will 
not hesitate to employ all the powers of control in its 
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hands to insure the effectiveness of its plans to finance 
the war. It may be necessary for the Government to 
raise upwards of $100 billion, a huge undertaking which 
will succeed only by the most forthright policies. It is 
extremely fortunate therefore that the Government is 
much better equipped to finance our war effort than was 
the case during World War I. 

Vast changes have been wrought in our banking sys- 
tem and controls and also it is to be presumed that the 
experiences of the past twenty-odd years in the use of 
these controls will prove adequately effective now. 
Without discussing this machinery in detail, it suffices 
to say that the Government is empowered not only to 
engage in open market operations, which were used 
hardly at all in the last war; the Government is able to 
insure itself against the possibility of having to compete 
with private financing; and provisions have been made 
to safeguard against the possibility of large scale forced 
liquidation of Government securities by banks. 

In addition, the need for more effective control of 
commodity prices is recognized today not only as a 
means of mitigating the evils of inflation but as an 
important factor in financing the war. Since the declara- 
tions of war, Congress appears to have taken a forth- 
right attitude toward control legislation, and may ulti- 
mately include both wages and farm prices within the 
scope of such control. The avoidance of serious inflation 
is not only vital in maintaining public confidence in 
Government securities, but is essential in restraining 
the private use of credit to finance the accumulation of 
inventories and raw materials. In a period of sharply 
rising commodity prices, industrial managers normally 
engage in heavy forward buying, frequently borrowing 
from the banks to finance these purchases. With stabili- 
zation of prices, and the development of a more rigorous 
system of commodity rationing the need for such for- 
ward buying will be minimized. 

Other anti- inflationary devices include taxation. 
which will syphon off huge sums of money which might 
otherwise compete for goods and services and contribute 
to the inflationary spiral. Quite possibly also some 
plan for enforced savings may be devised. 

And finally, but by no means last, the public sale of 
Defense bonds will greatly alleviate one of the factors 
which contributed to the sharp decline in Government 
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BOND YIELDS 


Series F and Series G bonds are redeemable 
upon 30 days’ notice after six months from the 
date of purchase. The Series G Bonds are sold 














at par and holders will receive semi-annual in- 
terest payments by check at the rate of 214% 
annually. In order to discourage redemption of 
these bonds, however, they may be redeemed 
only at a discount prior to their maturity date. 











This discount is so arranged that in effect the 
yield increases as maturity is approached. Thus 
if a Series G Bond is redeemed after having been 
held four years, the redemption price is 5.3% 
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below cost, or $94.70 per $100 bond, with an 
overall yield of 1.2%. By the end of eight years, 
the redemption price becomes $96.70 with a 
yield of 2.12%, and so on to the full 12 years 
when the bond is again worth par and the entire 
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214% may be realized for the period. 
In the high grade corporate section of the 








bond values in the years 1919-21. It will be recalled 
that the public then was exhorted on every hand to buy 
Liberty bonds and in order to make it possible to finance 
their purchases through bank loans the Federal Reserve 
established a low discount rate on loans secured by 
Government bonds. Shortly after the end of the war, 
however, the discount rate was raised, and this action 
precipitated large scale liquidation of loans secured by 
Government bonds and prices were forced sharply down- 
ward. Defense bonds cannot be used for loan collateral 
and they have no public market. 

The desirability of defense and savings bonds as in- 
vestment media cannot be too strongly emphasized. It 
is not only the patriotic duty of every investor to allot 
as much of his capital to these bonds as is feasibly pos- 
sible, but on their merits they have considerable invest- 
ment appeal. Not only do defense and savings bonds 
afford attractive yields, better than can be obtained in 
the average savings account, but they are absolutely 
devoid of market risk. 

The three series are known as: Defense Savings Bonds, 
Series F Savings Bonds, and Series G Savings Bonds. 

The Defense Savings Bonds may be purchased only 
by individuals in an amount not to exceed $5,000 ma- 
turity value annually. The bonds are obtainable at a 
discount from par, being priced when purchased at $75 
and growing in value by increasing amounts each year 
after the first year held. If held for the full 10 years 
to maturity the bonds will be redeemed at $100, thereby 
affording a yield of 2.9%. This series may be redeemed 
at cost within six months of their purchase date. 

Series F and Series G Savings Bonds are alike in two 
respects in that they both have a 12-year maturity and 
may be purchased by institutions and corporations as 
well as by individuals. In both of these series $50,000 
cost price is the maximum amount which may be pur- 
chased in any one series or combination of the two annu- 
ally. In the case of Series F Bonds, they are issued at 74% 
of par and if held the full 12 years to maturity the 
yield will equal 2.53%. As in the case of the Defense 
Savings Bonds no interest will accrue for the first half 
year following purchase, with accruals thereafter in- 
creasing in amounts as maturity is approached. The 
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bond list, including railroad, public utility and 
industrial obligations, a growing scarcity factor 
may have the effect of sustaining the majority of these 
obligations at fairly substantial premiums and low 
yields, even should the yield of Government obligations 
rise moderately. This might be particularly true should 
the Government find it expedient to discourage or curb 
new financing and refunding operations. In the high 
grade group, therefore, it appears likely that the indi- 
vidual investor will continue to compete with large 
institutional buyers at the cost of a capital premium. 
Moreover, the spread between call prices and market 
prices may spread somewhat further in favor of the lat- 
ter, if it appears that the possibility of early redemption 
is removed by official credit and new financing restric- 
tions. 

As a general policy these discussions have always 
emphasized that in the choice of bonds there can be no 
sound compromise with qual- (Please turn to page 395) 





Selected Medium Grade Bonds for Income 


Call Recent Current 

Price Price Yield 
Cities Service Deb. 5s, 1950 103 8314 5.95 
Cudahy Packing Deb. 4s, 1950. ... 101 96%, 4.15 
Goodrich, B, F, 1st 414s, 1956. . 104 95 4.47 
Tri-Continental Deb. 5s, 1953... 105 103 4.85 
Continental Gas & Elec. Deb. 5s, 1958 102 93 5.38 
Tex. Pac.«Mo. Pac. N. O. Term 1st 51s, 1964 107% 102% 5.35 
United Drug 5s,1953........ : 103 94 5.32 
Great No. Rwy 514s, 1952 : . NC 10114 5.42 
Utah Pwr. & Light 1st 5s, 1944. .... ¥3 105 101% 4.90 
Columbia Gas & Elec. Deb. 5s, 1952 103 9912 5.02 
Louisville & Nashville 41/os, 2003... 105 93% 4.80 
General Steel Castings 51/8, 1949... 1021 97 5.67 
Chicago Great Western 4s, 1988. 100 62 6.45 
Atlantic Coast Line 5s, 1945.... 103 95 5.26 


The relative quality of the above issues may be roughly rated as being in 
the inverse ratio to indicated current returns. 
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THE CHEMICAL INDUSTRY IN WAR 


_ chemical indus- 
try last year handled 
the initial needs of a 
new munitions indus- 
try along with the 
huge demands of the 
biggest production of 
consumer goods on 
record. Nearly every 
major industry from 
textiles to motors took more chemicals last year than 
ever before and until the end of the year none went 
unsupplied. 


Part | 


New Records Ahead in 
Volume and Research 


BY 


ROBERT P. EDWARDS 


This year it will be different. An all-out program for ‘ 


war production means that civilian consumers must do 
without many products of the chemical plant besides 
doing without new cars, new tires and silk stockings. 
For the first time consumers may realize how vital the 
chemical industry has become to everyday life—this in 
spite of the fact that the chemical industry has done 
more long range planning for national defense than 
almost any other industry. 

As far back as 1939 chemical planning boards sat 
down with government officials to figure out what the 
nation’s needs would be in time of war. This planning 
took care of the nation’s industrial needs very well last 
year but the program required by an actual full scale 
war means much more of everything will be required. 

Chemical leaders believe that all defense demands can 
be met in 1942, taking into account new plants now 
being built or planned, and also that the majority of 
essential civilian needs also will be met. 

However, consumers have already found for example 
that there is no more Prestone (ethylene glycol) for 
automobile radiators because it is needed for the air- 
plane motors. 

Eventually, probably before very long, it will be 
found that there is a scarcity of the newer fireproof dry 
cleaning chemicals because these need chlorine in their 
production and chlorine is one of the most needed and 
scarcest war time chemicals. The chlorine shortage 
will also mean less high octane gasoline for automobiles, 
less safety refrigerants for household refrigerators, and 
less white paper, because chlorine is used as a bleach. 

As the war production grows it is possible that all of 
our paper may have a yellow tinge but for the time 
being there will be little noticeable change. It is also 
possible eventually that the number and variety of dyes 
for textiles will be restricted because coal tar and phenol, 
which is a coal tar acid, will be needed to make explosives 
or other materials for munitions. There is no sign as 
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yet, however, that the textile industry will be hindered 
very much. 

Paints, particularly paints and lacquers of the newer 
type with chemical bases, will become scarce mostly J 
because they are needed for army equipment or because 
the materials that go into them, phthalic anhydride for 
example (another coal tar acid), are needed for ex- 
plosives in one way or another. 

The great rayon industry will probably be able to 
continue operating on a normal basis throughout 1942. 
Its raw materials are cellulose made from cotton linters 
or wood pulp, caustic soda, acid, acetic anhydride and 
acetone. We will need our present output of rayon, or 
more if we can make it, to make up for the anticipated 
shortage of wool. 

Cellulose pulp is the principal raw material for the 
smokeless powder industry. However, so far there is 
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every indication that we will have enough pulp to supply 
both the smokeless powder plants now operating and 
the ravon plants at their present rate. What may hap- 
pen in 1943 when powder production is larger may be 
another story. 

Acetic acid and acetone used in making acetate rayon 
(Celanese), for example, are getting scarce. This is 
partly because of the huge increase in the production of 
various chemical materials which use them. There is 
not only more rayon being made this year but more 
acetate plastics. Acetone also is used by the British 
for making Cordite explosive and any increase in de- 
mands from Britain might upset the acetate situation. 
However, so far it looks as though the rayon makers will 
Make out all right. 































Other Chemicals in Heavy Demand 


Cellulose acetate plastics are the principal plastics 
that are now free for civilian use. Bakelite, made from 
phenol and formaldehyde by Union Carbide, is all pretty 
well taken up by defense needs or will be preempted by 
ext spring. The vinyl plastics are all going to defense. 
Styrene made by Dow Chemical is in the same position 
# well as du Pont’s Lucite, which has appeared widely 
in the past year in the handles of brushes and other 
fivilian goods. In 1942 it will probably all be needed 
for airplane windows. Since acetate plastics can be used 
M many ways to substitute for metals in civilian indus- 
ty they will probably be produced without interruption. 
The first job of the chemical industry—a job which 
as already got off to a flying start—has been to pro- 
ce explosives, principally smokeless powder and 
ZN.T. (trinitrotoluol). Smokeless powder besides its 
tellulose pulp base requires large amounts of nitrogen 
in the form of nitric acid, large amounts of sulphuric 
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Gendreau Photo 


acid, industrial alcohol and other chemicals in lesser 
quantities. The nitrogen comes principally from am- 
monia and additional supplies of this are coming from 
newly built plants. Here is where modern synthetic 
chemistry has made a big forward step. Ammonia used 
to be made chiefly from coal (to get the needed hydro- 
gen) plus the nitrogen of the air. Now hydrogen is 
obtained either from natural gas or from petroleum by- 
product gases and the cost of producing ammonia this 
way is much cheaper than under the old methods. 
Another advantage is that these petroleum ammonia 
plants can probably be turned to making more profitable 
organic chemicals after the war. Supplies of alcohol from 
the industrial alcohol distillers, supplemented by new 
synthetic production and by the whisky distilling indus- 
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try, will certainly be ample for our explosives program 
this year, although next winter cars may go short on 
anti-freeze as well as on tires. T.N.T. is made from 
toluol, once made only from coal tar but now also pro- 
duced from petroleum by new processes. 

Next to explosives, the chemical industry has been 
supplying materials for making war needs of all kinds, 
things that the average man does not think of as con- 
taining chemicals or of affecting the chemical industry. 
Battleship cables and electric wiring are all insulated 
with vinylite plastics, which contain a great deal of 
chlorine. Neoprene synthetic rubber needed for bullet- 
proof gasoline tanks, tubing on airplane engines and a 
thousand other military uses, is also a chlorine user. 
So is high octane aviation gasoline. 


_ Research Develops New Products 


Aluminum, one of our primary war needs, requires 
large amounts of soda ash in its production. Soda ash is 
one of the principal chemical raw materials used by the 
glass industry and has for years been produced on a 
huge scale. Now there is some chance that the enormous 
expansion in aluminum production may mean that glass 
makers will be rationed eventually on soda ash. Glass 
containers incidentally are needed to save tin. 

One of the great problems now before chemical 
engineers is to produce a supply of synthetic rubber to 
replace our lost eastern sources. To produce even half 
of our 600,000 tons annual rubber consumption would 
mean an expenditure of possibly as much as $500,- 
000,000, at least two years’ time, and enormous amounts 
of materials. Present government plans call for plants 
to make around 100,000 to 150,000 tons of synthetic 
rubber annually but even this will be a big job. The 
burden of supplying the raw materials for this program 
will fall primarily on the petroleum industry and on 
chemical producers in the petroleum field. Neoprene, 
made by du Pont, is one of the most successful synthetics 
and is the only one being made in major quantities. 
However, it is not good for tires. Neoprene starts with 
acetylene made from calcium carbide and with chlorine. 
Tire type rubbers start with butadiene, from petroleum, 
and include styrene, now used for plastics, which can be 
made either from coal tar or petroleum, and another 
coal tar chemical called acrylo-nitrile. Adequate sup- 
plies of these raw materials mean a major construction 
job without even considering the synthetic rubber 
plants themselves. 

The expansion of the chemical industry in the past 
year has been the greatest in its history by a wide 
margin. However, the largest part of the new construc- 
tion has been for powder plants and for plants to pro- 
duce powder raw materials. Including these it may be 
said that the industry has come close to doubling its 
total plant investment over the past 18 months. These 
explosives plants cannot be considered as adding to the 
peace time capacity of the chemical industry, since the 
materials they produce are only useful in time of war. 
The actual expansion of chemical facilities has probably 
not been very much greater in 1941 than in recent peace 
time years. 

This year, however, it will be a different story. Very 
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much larger production of chemicals for making ma- 
terials other than explosives will be needed. The effects 
of this expansion on the future of the industry are as yet 
difficult to gauge but the probability is that the normal 
growth of the industry will absorb most of this capacity 
when the war is over. 

Due to the secrecy surrounding war time research 
activities not much has been said about new chemical 
discoveries during the past year. New materials for 
civilian use have had to be put on the shelf pending the 
end of the war and new war materials are not talked 
about. 

The important developments of the year, however, 
include the increasing importance of calcium carbide, 
made from coke and limestone, as a source of a wide 
range of organic chemicals including new plastics and 
synthetic rubber. Much work has been done in synthetic 
rubber research and many new and improved types are 
expected to emerge from the laboratories over the next 
year or so. 

Petroleum and its gases are succeeding coal tar as the 
primary chemical raw materials and this trend will con- 
tinue at an accelerated pace. Vitamins have changed 
over night from a minor business to a major chemical 
operation. New plant capacity stimulated by the need 
to improve health standards in the military forces as 
well as among civilians will mean huge post-war 
production. 

As soon as the nation is relieved from the essential 
burden of making chemicals for the war program, a 
diversified expansion is expected in plastics and in syn- 
thetic fibers of the type of du Pont’s Nylon and Union 
Carbide’s Vinyon. Many variations and improvements 
in the present types of plastics can be expected over the 
next few vears. 
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The Chemical Stocks 





Part Il 





BY J. C. CLIFFORD 


= of industrial chemicals has been attain- 
ing successive new peaks in recent months. While the 
second World War is unlikely to result in growth com- 
parable to that which took place in the infant chemical 
industry during the first world conflict, enormous ex- 
pansion in production facilities for military explosives 
plus the rapid addition of capacity for other chemical 
products now in prospect will lift total chemical output 
substantially above 1941 during the current year. More- 
over, the changes taking place in American industrial 
production will leave its aftermath in the post-war 
period, and affect practically every unit in the chemical 
industry in greater or lesser degree. 

Virtually all chemical plants have been operating at 
top speed to meet the unprecedented demands fostered 
by military and industrial requirements. War demands 
have placed extraordinary demands on industrial chem- 
icals, and required conservation of snpplies available for 
civilian use. As war requirements increase, indications 
are that further difficulty will be experienced by private 
industry in securing chemicals needed in the ordinary 
course of operations. 

Thus far, the bulk of the new plant capacity which 
has been added or is being rushed to completion in most 
divisions of the industry has been for chemicals used 
for powder and munitions. The major part of this plant 
construction has been undertaken by the Federal Gov- 
ernment through the War Department and other govern- 
mental agencies, Army contracts for construction and 
operation of powder and munitions plants having been 
awarded to chemical producers and other industrial con- 
cerns. The chemical industry itself also has embarked 
on an expansion program, the extent of which is not 
readily determinable, but which has probably been rela- 
tively moderate. Since the pressure of the military pro- 
duction program will intensify the tight chemical supply 
situation which has existed for some months, despite the 
conservation measures already adopted and the expected 
addition of other consumption controls, expectations 
are that the chemical plant expansion program will be 
augmented rapidly during coming months. 

The chain of Government plants for strictly muni- 
tions purposes does not pose new peace-time problems 
for the chemical industry, inasmuch as the usefulness of 
such facilities is limited virtually to war purposes. How 
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the new production facilities being added by the chem- 
ical industry itself will fit into the post-war supply and 
demand picture is none too clear with respect to specific 
chemicals in which expansion has been more rapid than 
in others. However, the constant research for which the 
industry has long been noted, plus the long-term growth 
factor which is characteristic of the industry and in large 
measure a reflection of the stress placed on research, are 
generally expected to develop new uses that will absorb 
the new plant capacity when the war is over. 

That chemical sales will record further substantial 
gains during 1942 is clearly obvious. There is thus every 
reason to anticipate that the larger volumes, plus price 
increases in some instances, will lift earnings of most 
units in the industry substantially before taxes. Con- 
trary to experience in many other industrial lines, chem- 
ical prices generally have displayed remarkable stability, 
and the probabilities are that Government controls of 
consumption coupled with price ceilings will restrain 
price advances. Even though further price advances 
fail to keep pace with anticipated higher costs of fuel, 
labor, raw materials and transportation, profit margins 
nevertheless should be maintained satisfactorily on the 
average because of the tremendous upsurge in demand. 
Allowances for depreciation and other reserve accounts 
will naturally increase, but extension of the upward 
trend of earnings before taxes is foreshadowed for most 
companies. Some companies also will derive modest 
additional income for operating Government owned 
powder plants. As with industry in general, the heavier 
Federal corporate taxes which are expected this year 
will restrict growth in net profits available to stock- 
holders, and may prevent earnings gains in some in- 
stances. Dividend payments by most companies will 
compare favorably with 1941 disbursements during the 
current year, since, despite the heavier demands on cash 
to meet Federal taxes, increased inventories, labor and 
other costs, finances generally are in good shape. 

Because of the relatively favorable earnings and divi- 
dend outlook, and the satisfactory longer-range pros- 
pects in most divisions of the industry. chemical stocks 
are regarded as holding better than average speculative 
and investment interest. For vears, the stock market’s 
vapitalization of chemical earnings has been reflected by 
considerably higher price times earnings ratios than 


375 











Caustic Soda Finishing Plant of Dow Chemical Co. 


have obtained for other stocks with equally good current 
earnings but less clearly defined prospects of continued 
growth. This premium for growth still exists, although 
price times earnings ratios have declined for some months. 
Since the beginning of hostilities in September, 1939, 
the stock market averages have receded about 20 per 
cent, but the chemical stocks as a group have performed 
considerably better, with an average decline of approxi- 
mately 10 per cent. The divergence between ever 
increasing industrial production (and moderate expan- 
sion in overall corporate earnings despite taxes) and 
the downward capitalization of corporate earning power 
is a war time phenomenon which probably has about 
reached its maximum limits. Relative to the general run 
of market valuations of earning power, price times earn- 
ings ratios for leading chemical stocks probably are as 
high as ever. The confidence thus displayed in con- 
tinuance of long-term growth and successful readjust- 
ment to peace time conditions is considered solidly 
founded. 

Considering both the war and post-war period, the 
chemical stocks which are considered to hold better than 
average promise include such leading units as Air Reduc- 
tion, Allied Chemical, American Cyanamid, Dow Chem- 
ical, du Pont, International Salt, Monsanto Chemical, 
and Union Carbide. Earnings of Air Reduction have 
expanded consistently, excepting in 1938 and 1939, from 
$0.91 per common share for 1932 to $2.38 per share for 
1940. Like most chemical companies, Air Reduction is 
vulnerable to higher taxation; nevertheless, earnings for 
1941 are estimated to have established a new peak of 
around $2.90 per share. 

American Cyanamid has had an outstanding record 
of consistent growth, which has been achieved in part 
by absorption of other companies as well as through 
development of many new products. Profits from its 
diversified activities established an all-time peak in 1940 
of $2.44 per Class B share, which compares with $0.14 
per share for 1932. Results for 1941 will approximate 
the 1940 figure as a result of higher taxation and heavier 
contingency reserves, but the favorable growth prospects 
give the Class B stock considerable appeal. 
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Allied Chemical occupies a strong trade posi- 
tion as one of the largest domestic chemical 
companies. Earnings have displayed somewhat 
greater irregularity than those of other units jn 
the field because of a long term downward trend 
of prices, but rose from $3.62 per share for 1939 
to $9.43 for 1940, and 1941 earnings of better 
than $11 per share are expected despite the 
heavy tax liability indicated. 

Growth in demand and the addition of new 
products lifted Dow Chemical’s earnings from 
$1.39 for the 1932-1933 fiscal year to $6.58 for 
the fiscal year ended May 31, 1941, and indica- 
tions are that earnings for the fiscal year to 
end next May will be somewhat better than 
$7 per share. Dividend policy has been ultra- 
conservative, expansion having been largely 
financed out of earnings, but the company’s 
strong growth trend has more than compen- 
sated for modest dividend yield as investment 
incentive. 

Du Pont’s earnings have grown from $1.81 
per common share for 1932 to an estimated $8.50 
per share for 1941, and, despite near-term perplexi- 
ties for General Motors, which may affect dividend 
income, further earnings improvement is expected for 
1942. 

International Salt also has had a good earnings 
record, a new peak of about $4.50 per share being indi- 
cated for 1941, and the excellent financial position plus 
good yield give the stock considerable attraction around 
recent price levels. 


Industry a Leader in War or Peace 


Monsanto Chemical likewise is regarded as having 
above average appeal from a longer-range viewpoint; 
earnings have increased from $1.19 for 1932 to an esti- 
mated new peak of $4.75 for 1941, and further earnings 
expansion is in prospect for 1942. Continuation of a 
liberal dividend policy is indicated. 

Union Carbide & Carbon is a leading producer of 
plastics as well as other chemical products with a 
favorable outlook. Earnings increased from $0.92 for 
the year 1932 to an estimated $4.70 per share for 
1941, or slightly less than the record of $4.81 for 1937. 
Prospects for 1942 are considered satisfactory, and 
the stock has merit for the moderately good yield 
afforded at prevailing price levels and for longer-term 
growth possibilities. 

Obviously, dynamic earnings expansion of leading 
chemical companies in keeping with the record produc- 
tion levels expected this year is precluded by the indus- 
try’s relative vulnerability to taxation, which this year 
may.-attain a peak which may prevail for the duration 
of the war. However, the war has not dimmed the long- 
term growth potentialities of the chemical industry, but 
rather made necessary still more diligent search for new 
methods and products. 

Certain it is that the chemical industry will do 
all that is required of it during the war, and more 
if possible, and that new lustre will be added to its 
renown for progressiveness and its adaptability to chang- 
ing circumstances. 
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Bell Aircraft Photos 


= the aircraft industry had its inceptions in 
the first practical flights of the Wright brothers in 1903 
nothing much was accomplished in a commercial way 
until the beginning of the first world war. But we had to 
bein the war for almost 4 months of the total 18 of our 
participation before the aviation industry received any 
support. Then Congress appropriated some $700 million 
lor airplanes, of which only a few ever saw war service 
in that conflict. When the war ended on November 11, 
1918, the invested capital of the aircraft industry in 
this country had risen to a total of some $23 million. 
The period of time between the close of the last war 
and the beginning of the present one marked somewhat 
greater progress in the aircraft industry but it was 
uothing phenomenal for the industry was forced to com- 
bat a depression of its own long before the widespread 
me of the early thirties developed. These years saw 
i amazing technical progress but they also witnessed 
a strong corporate mortality that eliminated from the 
tinning all but the most virile and financially healthy 
mits. Even as late as 1935 the invested capital of the 
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Five Low Priced Airecrait Stocks 


Sharp Rise in Volume Should in Large 
Degree Offset Coming Higher Taxes 


BLACKBURN 


eight largest airplane and equipment manufacturers had 
not risen much above $60 million and only a few of 
this group were earning anything upon capital invest- 
ments. 

But, as was the case in the first war, the second war 
vitalized the struggling aircraft industry by an infusion 
of orders of gigantic proportions which not only has 
given the industry as much work as it will be able to 
handle for some years to come but has likewise brought 
about an expansion of invested capital to better than 
$200 millions and additions are being made daily. From 
a very minor industry, the aircraft business has ex- 
panded to a point where it is now one of our largest 
industrial activities, producing materials valued at some 
$2.2 billion in 1941 as compared with about one-quarter 
of that amount in 1940 and it is anticipating deliveries 
valued at better than $3 billion in 1942. And even if 
the $3 billion delivery rate is maintained uninterrupt- 
edly for 1942 and 1943, the pace would not be sufficiently 
rapid to fill all of the -unfilled orders currently on the 
leading manufacturers’ books. 





This expansion of production facilities has been rapid 
and costly and might, over the longer term, spell dis- 
aster for the manufacturers if the increases had been 
accomplished by the old method of private financing 
with obligations that would have to be serviced in 
periods of smaller business. This time, however, the 
better part of the growth has been subsidized by the 
Government and as such will not represent future non- 
productive charges although the facilities acquired would 
still be available if their use would be warranted by 
future business. And, from what we can now determine, 
there will be a very lengthy demand for airplanes and 
aviation equipment both for war purposes and later 
to preserve the peace. The old condition of lassitude 
into which we lapsed after the first world war is not 
likely to occur again within the memory of this gener- 
ation, at least. 

Naturally, this strong influx of orders into the air- 
craft industry has resulted in a sharp expansion of earn- 
ings for almost all parties engaged in it. Some have done 
better than others and some have been running mod- 
erately below the general average. But almost all of 
them are operating profitably and many of them are 
likely to do considerably better than at present; due 
to ever increasing facilities and also efficiency of opera- 
tions only achieved through actual operating experience. 
From a market standpoint, the older and larger units 
in the industry have received some measure of recogni- 
tion of their prospects through fair prices for their 
shares. There are, however, a few companies whose 
improving outlook has either been overlooked or neglec- 
ted and it is the purpose of this article to present some 
of the salient features of a few of the companies whose 
shares appear to be undervalued in the light of current 
and prospective developments. No attempt has been 
made to include all companies qualifying for these de- 
scriptions for there are, in fact, many more than are 
included herewith. The ones selected for exposition are 
all well known and are frequently mentioned in the press 
while their shares all have an active market on a rec- 
ognized stock exchange. 

The order in which these companies will be discussed 
does not indicate any particular choice but is rather 
on an alphabetical basis. All of them have—or so we 
believe—points that afford them an unusual degree of 
attraction in relation to their market price and all of 
them—so we believe—will eventually merit better spec- 
ulative consideration as these attractive features become 
more generally recog- 
nized. 15 

Beech Aircraft is .the PRICE RANGE 
first on the list for dis- 
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factures a well regarded 
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multi-engine work needed 0 
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last named machine is of great interest since it lends 
itself readily to production line methods and is so de. 
signed that. any good furniture maker can act as a sub- 
contractor for many of its parts. 

The company ended its fiscal year on September 30 
with earnings equivalent to $1.17 a share of common 
stock as compared with only $0.17 a share for the pre- 
vious fiscal year. In actual dollars, net income of $471, 
715 was not particularly impressive but when the fact 
that there are only about 400,000 shares of stock out- 
standing is considered, it becomes very satisfactory, 
Shipments of finished products have been gaining 
rapidly in volume. Toward the close of the recently 
completed fiscal year, they were at the rate of about 
$20 million yearly. Since that time the shipping rate 
has continued to gain to the present figure of close 
to $3 million a month. 

If shipments are at the rate of $36 million yearly, 
current unfilled order backlogs of nearly $86 million 
promise much better than two years of continuous peak 
operations even if no further orders are received. How- 
ever, new orders are continuously being received and 
deliveries are increasing. By next spring it is anticipa- 
ted that shipments will be at the rate of $7 million to 
$8 million monthly. 

At the close of the 1941 fiscal year, Beech Aircraft 
reported a satisfactory financial condition with all ob- 
ligations well covered although there was an apparent 
need for working capital due to the very rapid pace of 
expansion during the past year. Continued high rates 
of output and sales will eventually correct the working 
capital position and any extraordinary requirements 
can be met by use of the company’s adequate credit 
facilities. The need for 
working capital is more 
the result of conserva- 
tive accounting practices 
whereby all development 
and engineering expenses 
are charged off immedi- 
ately to income rather 
than capitalizing them 
and on the whole this is 
more conducive to better 
future profits since many 
others charge off these 
expenses over the life of 
the contract for which 
they were incurred. The 
conservative financial pro- 
gram has also been responsible for the lack of dividends. 
However, with the current year’s net income likely to be 
much larger than that of the most recent fiscal period, 
working capital should be strengthened and dividends 
may be distributed during the year. 

Bell Aircraft comes next in its alphabetical position 
for discussion. Bell makes the deadly Airacobra, for 
land and the Airacuda for the sea, both powered with 
liquid cooled Allison motors made by General Motors. 
Both of these fighter planes are successful and Bell 
is expanding facilities as rapidly as possible in order to 
fill all demands. Bell had some labor troubles in the 
middle of the last half of 1941 but they have since been 
settled. The interruption caused by this difficulty pre- 
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yented shipments from reaching full proportions but 
nevertheless during the last 6 months of the year they 
are estimated to have amounted to some $35 million as 
compared with shipments of $4.2 million for the first 
jx months of the year. Nevertheless, the first half 
year shipments resulted in a profit of $1.05 a share of 
stock then outstanding. 

Since the mid-year period, Bell has added to working 
capital through the sale of 100,000 shares of common 
stock, bringing the outstanding stock up to about 352,- 
00 shares. Just recently, the stock has been placed 
on a dividend paying basis by the declaration of a 
$2 distribution. Earnings for the year, judged by the 
results of the first half, should be considerably larger 
than the dividend despite high taxes and other costs. 
The unfilled order backlog is in the vicinity of $180 
milion of which about one-fifth is for British account 
while half of the remainder is on a cost plus 6 per cent 
basis. Thus, expanding production would seem to assure 
atisfactorily prosperous operations and even though 
profit margins on a large part of the business will not 
be very large, they will, nevertheless, be assured and 
iso should exceed the estimates of earnings indicated 
by prevailing market prices for the shares. 

Grumman is another low priced situation worthy of 
consideration. Grumman 
makes fighters and a new 
type of torpedo plane for 
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30 


the Navy. Torpedo planes siadicpilciabiie.: 
in the hands of the Japs 20 
have indicated their 
startling efficiency in their : 
$ 3 10 


combat with the British 
Renown and the Prince 
of Wales. Much of the 2 
company’s work for the 
Navy is of a secret nature 
involving many innova- 
tions and experiments. At 
the beginning of last Sep- 
tember it was said that 
the unfilled orded back- 
lg amounted to approximately $75 million as compared 
with estimated sales for 1941 of $25 million. This does 
not mean, however, that Grumman actually has about 
three years’ work on hand for since that time shipments 
have increased due to the addition of new production 
facilities. A sizable part of the unfilled order backlog 
was on a guaranteed 7 per cent basis although the com- 
pany has sufficient foreign business on hand to make it 
probable that the overall operating profits will be in the 
vicinity of 15 per cent until such time as the non- 
guaranteed business all has been delivered. Earnings 
for the first half of the year did not include a reserve 
for taxes since it is a practice with Grumman to take 
out the taxes from the year’s earnings at one time. 
Nevertheless, business has been sufficiently good to war- 
tant the expectations of earnings of at least $3 a share 
and probably more if deliveries of the second half year 
period were up to general expectations. 

North American Aviation, it will be remembered, was 
the company whose plant was taken over by the U. S. 
Army last June because of labor troubles. It is perhaps 
lingering memory of this completed incident that has 
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had a restraining influ- 
ence upon the shares of 
this company in the mar- 
ket for earnings both in 
fact and in prospect are 
good and higher tax and 
labor costs are constantly 
being further offset by 
rising production volume. 
Last year North Ameri- 
can earned $2.06 a share 
and this year it is antici- 
pated that they will be 
moderately higher than 
that amount despite the 
interruption caused by 
the labor troubles of the midyear. This estimate is 
probably confirmed by the fact that in November the 
directors of the company ordered a dividend of $1.25 a 
share on the common stock which raised the total dis- 
tribution for the year to $2 a share as compared with 
$1.25 a share in 1940. Deliveries have been expanding 
in recent months and it is believed that they are now 
substantially higher than the $6 million average monthly 
figure of the first six months of 1941. The unfilled order 
backlog is close to $400 million, of which by far the 
greater part is for the Federal Government. However, 
since that is the case, it is hardly probable that any- 
thing like the 28 per cent profit margin reported for 
1940 will be retained, although the lack will be greatly 
compensated for by the large volume of work available 
and delivered. 

Vultee Aircraft has been most prominent in the news 
of late by virtue of its acquisition of control of the great 
Consolidated Aircraft Corp. Vultee, operating on its 
own, lost somewhat less than $600,000 in the first half 
of this year but this was mostly because of the fact that 
the company was still working on production problems. 
As of the end of September, Vultee had on hand orders 
for better than $165 million as compared with first half 
year deliveries of about $8.3 million. However, in the 
second half of the year deliveries are estimated to have 
been close to $40 million and, as a result, the earlier loss 
has been recouped and a profit of approximately $1.25 
a share gained. To finance the acquisition of control of 
Consolidated Aircraft Corp., Vultee sold some 240,000 
shares of $1.25 dividend preferred stock in December. 
In addition, notes for $1,665,000 were given and 150,000 
shares of common stock 
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were sold to Aviation 1s 
Corp., at a reported price PRICE RANGE 
of $10 a share. 

While Vultee paid 10 
nearly $11 million for 
control of Consolidated 5 





the price was predicated 
upon the fact that Con- 
solidated is one of the 
largest units in the indus- 
try, had an unfilled order 0 
backlog of better than 
$750 million on hand at 
the beginning of last 
(Please turn to page 403) 
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Loew's 


Loew’s, Inc., will retire on Febru- 
ary 16, next all of the outstanding 
$11,581,000 314% debentures and 
$13,672,200 614% preferred stock. 
Necessary funds will be provided by 
the sale of $13,000,000 15-year 3% 
debentures and a $5,000,000 bank 
loan at 244%. This is the lowest 
cost financing which any company 
in the motion picture industry has 
been able to arrange, a fact which 
reflects no small measure of credit 
on Loew’s long and consistent rec- 
ord of profitable operations. As a 
result of this new financing the com- 
pany will save about $700,000 annu- 
ally in fixed charges and preferred 
dividends. This amount would be 
equal to about 42 cents a share on 
the common stock. The company’s 
annual report, recently issued, dis- 
closed earnings of $11,134,593 for 
the fiscal year ended August 31, last, 
compared with $8,908,470 for the 
same period last year. After pay- 
ment of preferred dividends, net 
available for the common stock was 
equal to $6.15 a share against $4.82 
a share in the 1940 fiscal year. Cash 
and Government securities totaled 
nearly $39,000,000. The gain in net 
was achieved despite a drop of ap- 
proximately $9,000,000 in operating 
revenues. The latter decline was 
offset by lower amortization charges 
and a reserve of only $1,000,000 for 
contingencies as against $2,000,000 
for the same purpose in 1940. Taxes 
paid in the most recent fiscal year, 
however, were up 100 per cent and 
totaled $3,750,000 as against $1,800,- 
000 in 1940. With a margin of 





safety of nearly 100 per cent for the 
$3 dividend paid in 1941, and with 
theater attendance and admission 
prices favoring current operations, 
the company’s common stock invites 
favorable consideration on an in- 
come basis. 


All Out 


The extent to which the war 
is shaping our industrial econo- 
my is emphasized in a_ recent 
issue of Iron Age. That publi- 
cation estimates that of total steel 
production in December 70 per 
cent was designed for war uses. 


Nationat Machine Tvot Butiders Assuciation Fnoto 
Machine tools are vital sinews of war and defense. 


Leading steel producers, moreover, 
are of the opinion that within the 
next 60 days the proportion of total 
steel output for war will rise to 90 
per cent. What is happening in the 
steel industry is also happening in 
many other industrial fields to an 
extent which most of us have yet 
to appreciate. The resulting disloca- 
tions, which may not be apparent 
for some months yet, are difficult to 
envisage. The probabilities are, 
however, that ‘they will be severe 
when viewed in terms of a peace- 
time economy. 


Oil Prospects 


Everybody is going to drive their 
automobiles a lot less over the com- 
ing months in order to conserve rub- 
ber and this is going to mean a sharp 
falling off in the sale of gasoline and 
lubricants. Nor is it likely that 
these losses will be offset by in- 
creased consumption for military 
purposes. Estimated congumption 
of oil by the military forces last 
year was 30,000,000 barrels. If this 
figure is doubled in 1942, it would 
be equivalent to the total domestic 
production for about fifteen days. 
This is but little more than a drop 
in the bucket compared to the nor- 
mal consumption of 28,000,000 car 
owners. Characteristically erratic, 


the oil industry appears again to 





Manufacturers are being 
pressed to double and re-double output. : 
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have suffered a sudden adverse 
change and just at a time when it 
was starting to reap the full benefits 
of heavy demand and _ favorable 
prices. 


Stocks Above Average 


In every market decline invari- 
ably there are a handful of stocks 
which stubbornly resist selling pres- 
sure. Such a standout performance 
is usually backed by rather definite 
reasons having their origin largely 
in an exceptionally favorable indus- 
trial and earnings background aug- 
mented by a good technical market 
position. In the recent market de- 
cline, better acting issues included 
the following: 


Recent 
Price 


Amer. Car & Fdry.. 32 


1941-42 
Price Range 
3434—23 


American Viscose.. 26 29149314 
Bendix Aviation. 39 £114,—823% 
Climax Mboly...... 43 141/,—267/ 
Corn Products. . 55 55 —4214 
Me WAS es 38 3932—28 
Lone Star Cement. 40 1514—35 
Paramount . 15 1644—10 
Timken Det. Axle 33 35° 5,27 
Square D....... 38 1014—3114 


Military Consumption 


What many people do not realize 
is that a man in the military or 
naval forces consumes the equiva- 
lent of four to five average civilian 
consumers. With a potential armed 
force of some 4,000,000 men, it is 
not difficult to visualize the impact 
on available supplies. The effects 
will be most pronounced in foods, 
clothing, textiles, hides and shoes. 
Inevitably civilians will find avail- 
able supplies greatly depleted, pos- 
sibly rationed. 


L. S. Starrett 


L. S. Starrett Co., a leading manu- 
facturer of precision instruments, 
paid its stockholders $4.25 a share 
last year, $1 more than in 1940. This 
liberal action was well justified by 
earnings equal to $5.78 a share in 
the fiscal year ended June 30, last. 
Subsequent sales and earnings have 
doubtless recorded further gains in 
recent months, and while the rate of 
expansion in profits has probably 
been slowed up by higher costs and 
taxes, stockholders appear safe in 


anticipating dividends this year at 
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Late Earnings Reports 


Company 1941 
Atchison Topeka & Santa Fe (a) 7.56 
Lol: ee ae (b) 4.11 
Bendix Aviation....................(e) 6.30 
Beatrice Creamery................. (g) 3.36 
Caterpillar Tractor................... (d) 3.76 
Cudahy Packing.............. .(b) 6.57 
El Paso Natural Gas...... Seela'srdnl 3.44 
Food Machinery................ (c) 4.27 
Liquid Carbonic............ (ce) 2.92 
MEE eos Aa ia\o%sivesn no cc ce .(e) 6.15 
Lockhead Aircraft.................. (#) 5.29 
Pennsylvania R.R...................(h) 3.10 
Public Service N. J............. (gs) 2.02 
caps SE ARN een: oes i) 1.78 
Southern Pacific............... . .¢h) 8.95 
1 ae .(b) 3.01 
eNeO ARGON: . cos occ Soe cee ven (h) 4.71 
LON OT” SER eran ena (d) 8.20 
United Carbon..................... (i) 3.05 
Westinghouse lectric & Mfg... . dd) 6.12 


(a)—Ten months ended om 31. (b)—Year onuied Oct. 31. 


months ended Nov. 30. (e)—Year ended Aug 


P crng so Oiidande Recent 
1940 1941 Price 
1.02 2.00 29 
2.02 2.00 3042 
3.75 4.00 39% 
3.00 2.00 22 
3.87 2.00 39% 
3.29 ote 111% 
3.75 2.30 235% 
3.70 1.75 3114 
2.20 1.25 15 
4.82 3.00 3612 
meee 2.00 22 
2.29 2.00 19 
2.30 1.95 121 

95 50 1014! 

43 Pye 121% 
1.89 1.50 24 
ates 4.00 3514 
5.15 6.00 631% 
2.71 3.00 36% 
6.54 5.00 77 


(c)—Year ended Sept. 30. (d)—Eleven 


(#)—Eight months ended Aug. 31. (g)—Twelve 


months ended Nov. 30. (h)—Ten months Pree Ts. 31. (i)—Nine months ended Sept. 30. 





least equal to the recent rate. At 
about 10 points under their 1941 
high, around 30, the shares possess 
inducements both from the stand- 
point of income and potential price 
appreciation. 


Earnings in Britain 


Although it is not to be expected 
that the trend of corporate earnings 
in Great Britain affords an accurate 
guide as to what lies ahead for 
domestic corporations, it is never- 
theless of timely interest to observe 
the widely varying results shown by 
the major industrial groups. 

This is the way gross and net 
profits of 498 leading companies in 
million pounds sterling fluctuated 

















» x 
for the September quarter, as 
against the like quarter a year ago 
(figures compiled by London 
y . 
“conomist) : 
Gross Income Net Income 
No. Companies: Previous Latest Previous Latest 
34 Breweries & distilleries 11.8 11.8 6.8 6.0 
3 Blee. 4. & Pw....... 2.4 2.7 ok -6 
48 Financ’] land & invest... 6.3 5.8 3.6 2.5 
7 Hotels and restaurants. -59 -63 -18 -13 
= Coal, iron, steel ...... 9.3 9.6 4.5 3.7 
6 Motor, cycle & avia... 6.3 6. 1.9 1.2 
| ROR ere 7.2 8.2 3.9 2.5 
oe ae 2.6 4.1 1.3 1.5 
10 Shipving ...... 5.9 6.5 1.2 1.5 
17 Shops & stores .. 3.6 3.6 2.2 pe 
OP WON. cxctenbapeedecvans iF 8 4 3 
2 Telegraph, etc. ....... 3 38 2 2 
Se, ac eavekesews 3. 2.8 1.9 1.5 
2 Tramway & omnibus... 3 l .03 
De REE hdc ccscabuccees 1.7 1.5 8 6 
| -015 .026 .007 .006 
10 Building materials .... By P| 24 21 
13 Food, confect. drink... 3.9 4.0 2. 1.6 
9 Electrical equipment .. 3.7 3.6 % 1.8 
16 Newspapers, printing... 2.6 2.6 1.4 1.0 
BSE dasseanwervecuns ok ok -08 -08 
2 Warehouse & trading.. 1. 6 5 5 
GO MME cc carecoccnscns 13.2 14.5 6.6 5.9 
Ge “DE siccnas cncders 87.5 90.7 42.3 34.9 


Of particular interest was the fact 
that those groups most closely iden- 


tified with Britain’s war effort turned 
in the least impressive showing. 
These groups included electrical 
equipment, coal, iron, steel and air- 
craft. British corporations are sub- 
ject to a 100 per cent excess profits 
tax, of which 20 per cent will be re- 
turned after the war. Reports from 
London indicate that in responsible 
quarters, the belief is held that this 
heavy tax is stifling production in 
vital industries and that some re- 
lief would provide the incentive for 
a more effective effort. This may 
be a timely hint to our own tax 
legislators. 


So They Say 


An outlay of $50 billion for war 
purposes will result in a 50 per cent 
increase in the output of mining, 
manufacturing, construction, trans- 
portation and utility industries. 
Recent weakness in A.T.&T. is said 
to reflect a pending reduction in the 
present $9 dividend in order to con- 
serve cash in anticipation of heavy 
construction needs throughout the 
Bell System this year. . . . Lack of 
lubricating oils rather than gasoline 
was the cause of the German 
debacle in Russia. . . . Gasoline ra- 
tioning is again being talked of as 
a measure to save cars and tires... . 
Best market tip of the week: BUY 
DEFENSE BONDS AND HELP 
WIN THE WAR. Industrial 
statistics will be harder and harder 

(Please turn to page 397) 

















Act NOW to Capitalize On 
Current Market Situation... 


ITH the market having discounted our entry into the war . . . with represen- 
tative stocks at the lowest price-earnings ratios in many years . . . exceptional 
opportunities exist for liberal dividends p/us capital growth. 


Now, while purchases may be made at depressed prices, you can take an advan- 
tageous position for the better markets ahead. As a Forecast subscriber, you will 
be advised what and when to buy... and when to sell. 


By enrolling promptly, therefore, you will participate in our selected recommen- 
dations for income and price appreciation. 


This is a Market of 
Special Security Situations 


Following the general market will not enable you 
to profit fully from the exceptional opportunities 
which today’s war markets offer such as: 


. Common stocks . . . chiefly armament 
beneficiaries . . . where record-break- 
ing backlogs and new business prospects 
will offset taxes, leaving a sizable net 
for earnings and dividends. 


. Common stocks yielding from 6% to 9% 
benefiting from shifts in our war 


economy ... mediums to hedge against 
inflation. 
. Preferred stocks representing special 


situations; also secondary bonds be- 
cause interest is paid before taxes. 
Many of these issues, now medium- 
priced, may near par. 


These are issues of the type that can be uncovered 
only as a result of skillful research. 


Forecast Service Geared 
to Todays War Markets 


For Short Term Moves: Through our Trad- 
ing Advices, Bargain Indicator and Unusual Op- 
portunities . . . we will advise you what and 
when to buy and when to sell . . . to take advan- 
tage of intermediate swings. If you desire, these 
recommendations will be telegraphed . . . to reach 
you quickly after being decided upon. 


For Longer Term Investment: Also, through 
a sound program concentrated in a fixed number 
of securities, we will counsel you in creating a 
backlog for income and appreciation . . . to meet 
today’s war and inflation conditions. You will be 
advised what and when to buy and when fo sell. 


Let Tue Forecast help you conduct strategic 
market and investment programs to recover losses 
and build up your capital and equity. 








THE INVESTMENT AND BUSINESS FORECAST 


90 BROAD STREET 


of The Magazine of Wall Street 


CABLE ADDRESS: TICKERPUB NEW YORK, N. Y. 


I enclose [] $75 to cover a six months’ test subscription [[$125 to cover a full year’s subscription to 
The Investment and Business Forecast starting at once but dating from Feb. 15, 1942. (Your sub- 
scription shall not be assigned at any time without your consent.) I understand that regardless of the 


telegrams I select, I will receive the complete service by mail. []] Check here if FREE Air Mail is 
desired in the United States and Canada where it expedites delivery of our bulletins. 


Send me collect telegrams on all recommendations checked below. 


0 UNUSUAL 
OPPORTUNITIES 


O TRADING 
ADVICES 


oO BARGAIN 
INDICATOR 


nt SPT Ee 


Low-priced Common Stocks for Market Appreciation. One or two wires a 
month, on average. Maximum of five stocks earried at a time. $1,000 capi- 
tal sufficient to buy 10 shares of all recommendations, 


Active Common Stocks for Short Term Profit. One or two wires a month, 
on average. Maximum of five stocks carried at a time, $2,000 capital suf- 
ficient to buy 10 shares of all recommendations, 

Dividend-paying Securities for Profit and Income. One or two wires a 


month, on average. Maximum of five issues carried at a time. $2,000 capi- 
tal sufficient to buy 10 shares of all recommendations, 


CAPITAL OR EQUITY AVAILABLE........... 


pe Race Abie wie Ruled a heme fe ee ee ee er ee eee, 


Continuous Consultation. Submit Your Securities for Our New War Economy Analysis. 





FREE 
Service 
to 


Feb. 15th 


We serve only in an 
advisory capacity, 
handle no funds or 
securities and have 
no financial interest 
in any issue or brok- 
erage house. Our sole 
objective isthe growth 
of your capital and 
income through coun- 
sel to minimize losses 
and secure profits. 
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BUSINESS ACTIVITY 


MWS INDEX 














CONCLUSIONS 


INDUSTRY—Government purposes to 


interfere as little as possible with 
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private operation of communications 








and transportation facilities. 





TRADE—Holiday retail sales below 


earlier expectations. 





iS23-25 = 100 





COMMODITIES—Grains rise; price 


control action soon. 








MONEY AND CREDIT—Decline in 


currency circulation less than normal. 





Government bond market supported. 





























The sharp upturn of around three points in 





this publication's index of per capita Business BUSINESS CREDIT 
Activity during the closing fortnight of the FEDERAL RESERVE BOARDASSA, 


old year has been occasioned mainly by the 
maintenance of near capacity operations in con- 
trast with normal seasonal slackening for repairs 


and inventory taking. For inverse reasons there 
will be some recession in the seasonally adjusted 











index during the opening weeks of the new year. Z | 
Omitting seasonal adjustments, there has been 

little net change in the nation's total volume of PP es 

business activity during the past few months, DEMAND DEPOSITS 





and little variation is expected during the first 


few months of 1942. 
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It is encouraging to learn that the Govern- 
ment, in administering its recently acquired war 
powers over the means of communication and 
transportation, proposes to interfere as little as 
possible with private operation. This means that 


4 We 
a high level of industrial efficiency will be main- 


—— TOTAL INVESTMENTS 
tained during the war, and offers assurance that j 


our system of private initiative will be continued 7 COMMERCIAL LOANS ag 
5 + 


after the war. Two recent announcements are 
of special interest to the business world: First, 
a statement by the President that the 40-hour 
week will be maintained, with time-and-a-half 
for overtime; and second, the assertion by Sena- Tee Ceet aster es ee ee ee 

tor George, chairman of the Senate finance JFMAMJJASOND.JFMAMJJA SOND 


(Please turn to following page) 1940. 1941 
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BANK DEBITS! 
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Latest Previous Last 
Date Month Month ~ we PRESENT POSITION AND OUTLOOK 
INDUSTRIAL PRODUCTION(a)| Nov. 167 163 134 
(Continued from page 383) 
= OF PRODUCTION AND 
— gaia eh _ 111 108 an committee, that the U. S. will be lucky if it can 
hos < . at 118 116 100 wind up by financing one-third of the cost of its 
ea rr G, : d re ieee co 125 125 103 war out of current revenues. Att present, taxes 
Pri <n gala lei seit 112 111 support about 60% of expenditures. Senator. 
rimary Distribution............ Nov. 105 101 92 : : ; 
tee George thinks the proportion will drop to 50% 
Distribution to Consumers....... Nov. 101 94 100 : . . 
Misautleneaus Send N 93 in the 1943 fiscal year, and still lower thereafter. 
vie chienesaielaiatilaata ate 104 101 In the first world war years, 1917-1918, receipts 
were only 25% of expenditures. Since every 
WHOLESALE PRICES (h)...... Nov. 92.5 92.4 719.6 dollar of Government deficit financed through the 
: banks must eventually turn up somewhere as profit 
ee (n. is co b.) N 156.9 154.3 124.3 after taxes, earnings prospects for the duration are 
aeiibiae.......-«........40biee 237 237 5g | SOR Orem Somey: 
DRMIMNIASID SS cibc sci cusl. boeoee ke Nov. 201 206 150 * * «& 
COST OF LIVING (d) 
1 = alti ia am are Nov. 91.9 90.8 85.5 Owing to existing heavy stocks of raw material, 
Seated a en) i Pile 90.7 89.4 11.4 goods in process and in transit, the shrinkage in 
TO a Ne lan 89.9 88.9 87.4 living standards which must result from an all- 
| ee ee hes 78.3 16.9 73.1 out defense effort will be gradual. A typical, 
Fuel and Light................ Dies 90.0 89.4 85.9 albeit extreme, instance of this is the tire situation. 
RONDE ee Se, etal ene Nov. 101.2 99.8 97.9 No more tires of new rubber; but your present set 
Purchasing Value of Dollar...... Nov. 108.8 110.1 117.0 will last awhile and can then be retreaded. After 
that no one will object if you pick up another set 
NATIONAL INCOME (cm)j{....| Oct. $8,262 $8,064 $6,812 made of reclaimed rubber, which will be reason- 
CASH FARM INCOME} ably safe at speeds not exceeding 35 miles per | 
Farm Marketing............... Oct. $1,453 $1,298 $1,048 oasi ¢ « « 
Including Gov't Payments....... Oct. 1,496 1,326 1,126 
“9 ae a Ont because inves a Oct. 9186 ..... 7,315 In England, the cost of living has advanced 
Aptavad <p f y wer (ee)..) Nov. 135 139 99 only 28 % since the start of their war, and most 
R wren a “_ ren ve ge --| Nov. 141 139 129 of this occurred before firm controls were estab- 
Paid rices Received to Prices lished. If inflation can be controlled there it can 
aid (ee)......-- +++ +++ sees. Nov. i 94 99 im 78 be done here. The rise here during the same 
FACTORY EMPLOYMENT (f) interval has been only 11%; though wholesale 
ete Geads.............<. Dibets 144.2 144.0 115.5 prices are up 23%. Chain store sales during 
Non-durable Goods. ......-... ils. 195.9 197.1 113.8 November were 18.8% above last year, com- 
se E pared with 20.2% for eleven months. Depart- 
FACTORY PAYROLLS (f)...... Nov. 165.5 166.6 116.4 ment store sales in the week ended Dec. 20 
— were 7% above last year, against a rise of like 
sia Boss — ss amount for four weeks and 15% for the year to 
Chai ok one “gap ae ae ov. 132 112 114 date. Inventories on Nov. 1, however, were 
Vv a “4 Sel ie meeting ey 151 146 124 35% higher than a year earlier. Foreign trade 
Ru IR IS le wht act ov. 153 147 132 figures will not be published in detail monthly 
— — ales @. er Oct. 167 174 122 during the war. Even the totals may be witheld 
etail Prices (s) as of........ oe Nov. 107.5 : 106.2 , 93.7 to avoid informing the enemy. 
FOREIGN TRADE 
Merchandise Exportst.......... Sept. $417 $455 $295 es. os 
Cumulative year's totalf to...... Sept. 30 S348 akco- 3,027 : . 
Merchandise Importst.......... Sept. 263 283 |. The dernier’ = ae ee — of 
Cumulative year's totalf to...... Sept. 30 TORO” ees 2417 ransportation, headed by Joseph BD. Eastman, 
aa i wi so REI: — seh Chairman of the 1. C.C. The new “‘O. T."’ will be 
N a division of the O. E. M., and wil! coordinate 
Total Operating Revenues*..... Oct. S517605°) 0c sae. $413,712 railway, motor, air, inland waterway, pipe line, 
Total Operating Expenditures*..| Oct. 361,502 276,780 coastwise and intercoastal transport, all of which 
eR eRe ER rau niee Oct. BQOT4 kn ess 38,301 for the most part will continue to be privately oper- 
Net Rwy. Operating Income*...| Oct. 106029 «.«... 98,631 ated. Motor carriers are expected to ask rate 
Operating Ratio %............ Oct. ok 66.90 increases corresponding with advances that may 
; ‘ : eee 
BUILDING Contract Awards (k).|_ Nov $459 $606 ee 
F. H. A. Mortgages * * «© 
Selected for Appraisalf........ Nov. 73 97 83 
ao ers ae = Z Ad Despite a prospective 40% slump in home 
Building P y “4 (c) pers aera er cate oy: building this year, total construction is expected 
7 ry;+ in stc N to reach about $11.25 billion, a new all time high 
N York Cit + pam re eC ears wil 87 113 82 and nearly a billion above 1941, owing to large 
T rte US ry BAe eis ote iis irnres Nov 5 11 20 increase in military, defense plant and community 
OBE, VU. D.f cece ccccvevcvees ov. 92 125 103 housing construction. 
Engineering Contracts (En){..... Nov $349 $406 $303 
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Date Month Month Year PRESENT POSITION AND OUTLOOK 
STEEL 
Ingot Production in tons*.......| Nov. 6,970 7,243 6,469 Dealer organizations will be hardest hit by this 
Pig Iron Production in tons*....| Nov. 4,703 4,856 4,403 year's dratic curtailment in automobile produc- 
Shipments, U. S. Steel in tons*..} Nov. 1,624 1,851 1,425 tion. Domestic output last year is estimated at 
| | 3,750,000 passenger cars and 1,070,000 
AUTOMOBILES | trucks, with an aggregate wholesale ‘value of 
Production | | $3,630 million; compared with 3,692,328 and 
oe ke, SE eer eee | Oct. 382,000 234,255 493,200 | 770,026, valued at $3,016 million in 1940. 
JTotal First 10 Months. ......... | Oct. 4,209,623 ~~... 3,498,412 | Number of motor vehicles registered in the U. S. 
Registrations | as of Dec. 31, 1941 is estimated at 33,725,000— 
Passenger Cars, U.S. (p)........ | Oct. 165,485 125,293 290,495 | against 32,095,365 a year earlier. 
ae bY Geer | Oct. 41,352 43,892 48,356 
* * +. 
PAPER (Newsprint) 
Production, U. S. & Canada* (tons}.| Nov 383 406 368 | To handle the 1942 autumn traffic peak, es- 
Shipments, U. S. & Canada* (tons)..) Nov. 405 392 377 | timated at 10% above last year, railroad equip- 
Mill Stocks, U.S. & Canada* (tons).| Nov. 30 152 174 193 | ment companies have been promised enough 
: | steel for average production of 10,000 freight 
LIQUOR (Whisky) | ears (valued at $25 million) monthly during the 
Production, Gals.*. ...........55: Nov. 11,828 13,834 11,908 | first nine months of 1942. Machine tool pro- 
Withdrawn, Gals.*.............. Nov. 8,143 7,602 10,490 | duction this year is expected to:total $1.5 billion, 
Stocks, Gals.*............0.000. Nov. 30 505,557 504041 473,774 | against $0.45 billion last year. 
GENERAL | ao) hak 
Paperboard, new orders (st)....... Sept. 542,792 565,853 399,133 | 
Machine Tool Output (millions of $)} Oct. 77.2 68.7 49.4 | Expected 10% increase in bituminous coal 
Railway Equipment Orders (Ry) | demand this year over last year can be met readily 
—— a Geb Nov. 2,270 3,574 6,414 by longer working hours. OPA has prohibited 
og , c ee ea a eee evn Nov. 42 43 58 an advance in wholesale prices of cigarettes 
Pe assenger Cars..............-- 10 Mos | nS ee 264 pending further study of the need. North Ameri- 
igarette Productiont............ Nov. 17,141 19,632 14,347 can stocks of Newsprint held by manufacturers, 
Bituminous Coal Production * (tons). Nov. 42,865 49,800 40,012 publishers and in transit on Dec. 1 were 1% lower 
Portland Cement Shipments * (bbls. )| | Nov. 13,724 17,833 10,378 | Gene year earlier 
Commercial Failures (c)...........| Nov. 842 809 1,024 | s 
WEEKLY INDICATORS 
Latest Previ Y 
ei Week Week pies PRESENT POSITION AND OUTLOOK 
M. W. S. INDEX OF BUSINESS) | i . 
ACTIVITY 1923-25—100....... | Dec. 27 191.4 119.6 109.9 | _ Electric power output, with greater than 
= | normal seasonal increases, is now setting new high 
ELECTRIC POWER OUTPUT | | records weekly. Output for 12 months ended 
RANI CRS. ee ete oasis | Dee. 27 3,187 3,449 2,757 | Nov. 30 totaled 15.5% over the like period a 
| year earlier. Owing, however, to higher costs 
TRANSPORTATION | | and taxes, earnings are slightly below last year. 
Carloadings, total................ Dec. 27 606,526 798,697 545,307 | Chairman Fly of the FCC says that the Administra- 
CTC ee Ree ere eee Dec. 27 29,386 41,423 21,983 tion has no plan to take over communications 
Re Ou hee Dec. 27 112,909 156 264 113,618 generally; thought the Army and Navy may take 
Forest Products...............0-- Dee. 27 26,487 43,135 24,181 over certain specific communication facilities for 
Manufacturing & Miscellaneous....} Dec. 27 280,275 365,675 234,094 military purposes. sds 
ORE SBNGEG oso. ore se on cance Dec. 27 123,136 150,038 120,346 
STEEL PRICES | ales OPA revision of iron and steel scrap prices is 
Pig Iron $ per ton (m)............ | Dec. 22 23.61 23.61 93.45 expected to attract a larger supply. Exports of 
Scrap $ perton(m)..............| Dec. 22 19.17 19.17 91.49 | Steel in the first 11 months oe totaled 7.54% 
Finished ¢ per Ib. (m)............ | Dec. 22 2.305 2.305 2.305 _ — 6 spats san alli 
| et production for lo 
STEEL OPERATIONS | ahead of total sales for all of 1940. 
% of Capacity week ended (m)... .| Jan. 3 96.5 93.5 97 + © «8 
| ee 
PETROLEUM | The Government has taken full control over the 
Average Daily Production bbls. *. 7 Dec. 27 4,081 4,315 3,386 development, production and distribution of 
Crude Runs to Stills Avge. bbls. *. .| Dec. 27 4,096 4,070 3,582 oil in California. War in the Pacific will probably 
Total Gasoline Stocks bbls. *...... | Dec. 27 91,479 89,297 83,281 bring rationing of heavy fuel oil throughout the 
Fuel Oil Stocks MOIS Is. 2 soe /or0 ois | Dee. 27 95,891 95,560 101,253 country, and possibly gasoline on the east coast, 
Crude—Mid-Cont. $ per bbl...... | Jan. 3 4:47 447 1.02 sometime this year; but there should be enough 
Crude—Pennsylvania $ per bbl....) Jan. 3 2.23 2.23 1.33 lighter fuel oil for home heating. 
Gasoline—Refinery $ per gal...... | Jan. 3 .085 .085 05% 























long term trend. (c)—Dun & Bradstreet. 
(e)—Dept. of Agric., 1924-29—100. 

(g)—Chain Store Age 1919-31—100. (h)—U. S. B. L. S. 1926—100. 
lron Age. (n)—1926—100. (n. i. c. b.}—Nat. Ind. Conf. Bd. 1935-39—100. (p) Polk estimates. (pc)—Per Cent of capacity. (pl}— 
Preliminary. (r)—Revised. (Ry)—Railway Age. 


(ee}—Dept. 


of Asric., 


{Mitlions. .*—Thousands. ciation ‘Gaal Ties 1935-39—100. (b)—Federa! anand Bank of N. Y. 100%—estimated 
(cm)—Dept. of Commerce estimates of income paid out. (d)Nat. Ind. Conf. Bd. 1$23—100. 
1909-14—100. (En)—Engineering News-Record. (f)}—1923-25 --100. 


(j Adjusted —1929-31—100. (k}—F. W. Dodge Corp., (m)— 


(s)—Fairchild Index, Dec., 1930—100. (st.}—Short tons. 
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Trend of Commodities 


The major development in the commodity price situation 
is the growing indication legislation providing for adequate 
price control may be on the statute books by January 15. It 
is to be doubted, however, that the same degree of rigid 
control will be provided for farm commodities as non-farm 
and industrial materials. Secretary of Agriculture Wickard 
has testified in favor of providing sufficient leeway in the 
control of agricultural prices to provide growers with suffi- 
cient monetary inducements to assure adequate production. 


This need might be met by some system of bonus payments 
while leaving price ceilings untouched. This is the system 
being employed in Canada. Whatever means are used it is 
certain that farm prices have not exhausted their possibili- 
ties for further gains. Parity prices are rising and higher 
loan values will be set this year. Advances, however, promise 
to be orderly rather than runaway despite the fact that 
farm commodities have virtually the > markets left in 
which traders are able to operate comparatively unhampered. 
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U. S. DEPARTMENT OF LABOR INDEX OF 28 BASIC COMMODITIES 
Spot Market Prices—August, 1939, equals 100 
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High Low Dec.26 Jan.2 High Low Dec.26 Jan.2 
28 Basic Commodities... . . 160.9 105.6 158.7 160.9 Domestic Agricultural..... 173.7 111.4 171.3 173.7 
Import Commodities... ... 159.9 104.7 158.9 159.9 ree 176.3 100.5 172.8 176.3 
D tic C dities.... 161.5 105.5 158.6 161.5 Raw Industrial...........- 150.0 101.3 148.8 150.0 
Latest Previous Year 
Date Sh. cethe. Wk ecthe. Ago PRESENT POSITION AND OUILOOK 
| COTTON 
Price cents per pound, closing Gatien. Pidces cond te P ae 
‘ : pressive gains in 
January.............-...2+-5. Jan. 2 17.31 16.55 10.32 recent sessions, following the growing belief that 
“neg pore Sep Sais Bian es abe ~ 2 17.36 site pe ed price ceilings will not be imposed at less than 
| ( Etacaters : veeeeeees| Jan, 2 18.99 18. 10. 100% of parity. The price control measure 
n bales O00's favored by the Senate committee provides a ceiling 
| Consumption, U. S. peers Nov 850 954 741 for cotton based on the December 15 parity of 
Exports (Ex-Linters)............. Sept. 189,215 34,967 90,555 eg 
t 19.65 cents for middling Y% staple on the farm. 
Imports (Ex-Linters)............ Sept. 25,413 42,332 3,992 —: : : 
It is still possible, however that Commodity 
Government Corp Est Joakesescl wow, tT SWNGBRO° © week. 12,686(ac) , : : 
Active Soindles (000° O 043 09 964 0° 471 Credit Corp. may sell some of its loan holdings 
ctive Spindles (000's) ct. 23,04 ' ’ in the open market. Such a threat may serve to 
free - SS ae epee ae restrict price gains. 
WHEAT 
Price cents per bu. Chi. closing a ee 
Sh the ee oe rece Jan. 2 128 1251 8714 
ee gia ably 6G ersreacin Jan. 2 129% 126% 81% Wheat. The opening session of the year 
Exports bu. (000's) se tneeee ee _ Aus. 3,137 2,413 2,976 brought increased trading interest and sharply 
Visible Supply bu. (000 s) as of . sy Aug. 23 21 7,648 21 5,539 163,1 30 | higher prices under the encouragement of Wash- 
Gov't Crop Est. bu. (000’s)........ Nov. 1 961,194 ~~ ...... 816,698(ac) ington developments in connection with pending 
——- —_—________—— price control legislation. May contracts recorded 
CORN | a gain of 25 cents for the week. Relative gains 
‘ nt Se eee were also scored by corn, oats, rye and soy beans. 
Price cents per bu closing 
aay, br an keane 2, 0meo 85%, 83% 62%, | The ceiling on wheat, at 110% of parity, would 
es eh | Jan. 2 87 85 62% | be well above prevailing prices. Traders were 
Exports bu. (000's).............. Aug. 1,211 1,370 3357 | also heartened by indications that administration 
Visible Supply bu. (000's) as of...| Aug.23 37,232 37,931 25,229 | of price control over farm commodities would be 
Gov't Crop Est. bu. (000's).......| Nov.1 2,675,373 =... 2,449,200(ac) in the hands of the Department of Agriculture. 
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COPPER 
its Price cents per Ib 
m eer ve Jan. 2 12.00 12.00 12.00 
Js Exports omy ar le tae clon a Jan. 2 11.00 11.00 10.25 
li. Refined Prod., Domestic*......... Nov. 84,020 86,054 84,283 
er Refined Del., Domestic*.......... Nov. 123,168 121,457 102,483 
se Refined Stocks, Domestic*........ Nov. 30 72,352 67,260 158,418 
at 
in a lb. N 
4 sy Seg per 2 — eee aetiss - 2 52 52 50.10 
we in Flate, price $ per box......... an. 2 5.00 5.00 5.00 
Toes wen St - e June 30 38,600 40,777 31,869 
. 9. Deliveriesf................ Nov. 8,355 8,000 12,505 
U. S. Visible Supply tas of........ Nov. 30 2,186 1,127 4,362 
LEAD | . 
Price cents per Ib., N.Y........... | Jan. 25.85-5.90 5.85-5.90 5.50 
U.S. Production*............... | Nov. 48,930 37,221 57,926 
OD. D, PO nos nse eccee | Nov. 45,980 45,537 57,510 
Stocks (tons) U. S., as of .......... | Nov. 30 13,671 10,735 35,791 
ZINC | 
TC a“ per Ib., St Louis... .... | Jan. 2 8.25 8.25 7.25 
eds COCMCUOMN soy o.gie esc es Nov. 74,710 75,980 61,502 
U. S. Shipments*................] Nov. 73,122 73,813 66,064 
Sacks. (Ul Si astOl® . ooh ics sock ov | Nov. 30 21,594 19,427 27,060 
SILK | 
Won “airy > . crack..... | Jan. 2 3.57 3:57 2.56 
ill Dels. U.S. (bales)........... Nov. 5,676 4,160 36,374 
Visible Stocks U. S. (bales) as of...) Nov. 30 55,486 57,508 60.330 
RAYON (Yarn) | 7 
PieelCon@iner ls... 2s. cersaek | Jan. 2 53 53 53 
Consumption (a)................. | Nov. 38.6 41.7 34.8 
Stocks:as GHG)s« <6 cc ce scot cao | Nov. 30 4.5 5.4 6.7 
WOOL 7 | ee 
Price cents per Ib., raw, fine, Boston | Jan. 2 110-112 110-112 108 
Consumption, period ending (a)... | Oct. 31 53,720 42,856 39,240 
HIDES | - . 
= Price cents per Ib. No. 1 Packer. . | Jan. 2 1514 151% 13 
Visible Stocks (000's) as of....... | Oct. 31 13,997 13,496 13,377 
Boot and Shoe Production, Prs.*. . | Oct. 45,246 43,568 37,027 
= RUBBER tae ae _ 
Price centsner 16... 6... eek ce es | Jan. 2 221% 221, 20.62 | 
ee a) oh) ee re re Oct. 72,222 83,151 74,716 | 
Consumption, U. S.}............. Oct. 60,418 53,655 59.644 | 
Stocks US: ras OF fui i secceu aren | Oct. 34 454;711 473,684 235,353 
Tire Production (000's)........... | Nov. 3,964 4,834 4,732 
| Tire Shipments (000's)............ Nov. 4,048 5,867 4,969 
. Tire Inventory (000's) as of........ | Nov. 30 4,043 4,123 4,163 | 
COCOA - ro ae 2-7 ee | 
| | Price cents perlb ............... | Jan. 2 8.95 8.69 5.32 
, Arrivals (bags 000's)............. Nov. 206 303 369 | 
| | Warehouse Stocks (bags 000's). . . -| Jan. 2 1,355 1,370 1,350 
— | 
rice cents perlb.(c)............ Jan. 2 1334 131% 71h) 
Imports, season to (bags 000's).....| Oct. 1 SOTA kee 4,214 
U. S. Visible Supply (bags 000’s). | Nov. 1 1,902 2,419 1,694 
SUGAR | — | 
| = cents per Ib. | 
AR oar praia: ti ct oa res eg oe ohare id ova Jan 2 3.50 3.50 230° | 
Refined (Immediate Shipment). . | Jan. 2 5.25 5.25 4.40 | 
U. S. Deliveries (000’s)*.......... | 11 mos. 7). < 6,324 | 
U. S. Stocks (000's)* as of (rr)... 582 


..| Nov. 30 524 713 





Copper. Figures circulated late in December 
revealed that deliveries of copper for civilian 
consumption in December dropped nearly 20,000 
tons below the October figures. This is the small- 
est tonnage reported in 1941. Restrictions are 
beginning to take their toll. 

. . > 

Tin. Drastic restrictions have been placed 
on the use of tin. A 50% cut in all uses except 
containers has been ordered for the first quarter 
of this year. After March 31, 29 items will de 
deprived of the use of any tin. 


* o . 


Lead. Payment of higher prices for foreign 
lead purchases by Metals Reserve Corp is regarded 
as likely on January and February purchases from 
Mexico. A figure of 4 cents a pound is men- 
tions. There is also a possibility that the domestic 
ceiling may be raised. 

* > > 

Zinc. Estimates place zinc supplies this year 
at 990,000 tons and consumption at 1,020,000 
tons. The latter figure will doubtless have to be 
revised upward. New smelting facilities now in 
process of completion wil’ help. 


* * * 


Silk. Stocks are believed ample for military 
needs—but that is all. Silk hosiery shipments 
were off sharply in November and stocks may be 
exhausted before Easter. Milady will have to be 
satisfied with substitutes until after the war. Silk 
may never regain its former prominence. 


x ad e 


Rayon. It is significant that shipments of 
hosiery with silk legs and cotton or rayon welt 
increased more than 69% in November with a 
decline of 78% in the shipment of all-silk hosiery 


* * * 


Wool. Rationing wi!l go into effect soon under 
a proposed program recently announced by 
OPM. Use of new wool for woolen and worsted 
materials will be limited in the first quarter to 80% 
of the amount used in the first half of 1941. This 
allocation must cover both civilian and military 
needs. 

. * * 

Hides. Barring a serious interruption in trade 
with Argentina, supplies of hides should be ample 
for all needs this year—both civilian and military. 
Price outlook for hides, however, lacks clear 
definition at this time. 

- - * 

Rubber. Supplies are regarded as ample 
for military needs for two anda half years. Civilian 
use, however, faces an even more drastic curtail- 
ment. Synthetic production by the end of the year 
is expected to reach 80,000 tons annually. 

* . * 

Cocoa. Heavy purchases early in 1941 
finds stocks at the beginning of the year equal to 
a year's supply. 

* * * 

Coffee. It is not anticipated that serious 
difficulties in obtaining adequate supplies of 
coffee will be encountered. Latin-American 
producers, however, are not satisfied with the 
present price ceilings. 





tLong tons. 
(r. r.) 








*—Short tons. 





(a)—Million pounds. (ac)—Actual. 
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(c)—Santos No. 4.N. Y. *—Thousands. NA—Not available 
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Latest Previous Year 
Date Week Week Ago COMMENT 
INTEREST | The most significant feature of recent banking 
Time Money (60-90 days)........ | Jan. 3 1%4% 1%% 1%4% statistics was the failure of currency circulation to 
Prime Commercial Paper........ | Jan. 3 h-h% h-A% Ve-%4%o show a normal decrease at this season of the year. 
Call Money SA ee ore Jan. 3 1% 1% 1% The post-Christmas retirement of currency from 
Re-discount Rate, N. Y......... Jan. 3 1% 1% 1% circulation was less than 50 per cent of _— 
CREDIT (milli Normally at this season of the year it might be 
Bank vance toh N.Y.).....] Dec. 90 3685 ..... 2,872 | expected that currency in circulation would de- 
Cumulative year's total to......... Nov. 30 170,667 Busts 136,165 ae ae ee a cee pong 
Bank Clearings, N. Y............. Dec. 20 <i |. ir 3,197 weve ebeeae 
Cumulative year's total to......... Mov. 30 165.432 | ..cs 144,682 +i Anant trades al : 
F.R. 
wt eee... ......| Dee. 24 30,293 30,306 +~—-25,604 | currency in circulation increased $507,000,000, 
Commercial, Agr., Ind. Loans....| Dec. 24 6,792 6,769 5,016 a considerable part of which represented hoard- 
aban teens... <..:.<...000: Dec. 24 539 544 545 | ing. —— rN gra explain ee 
Invest. in U. S. Gov'ts.......... Dec. 24 12,213 12,266 9,828 of currency hoarding, the fact remains that it is 
Invest. in Gov't Gtd. Securities...| Dec. 24 2,960 2,953 2,740 being done on an increasingly large scale. Doubt- 
Other Securities............... Dec. 24 3,678 3,658 3,682 | [ess it is prompted by the fear that savings accounts 
Demand Deposits.............. Dec. 24 23,994 24060 22,382 | may be “enlisted,” a possibility, however, which 
Time Deposits................ Dec. 24 5,347 5,374 5,419 | has been repeatedly denied by the highest Ad- 
New York City Member Banks pees yo It would hardly —_— 
Total Loans an ee Dec. 31 12,159 12,275 10,298 it this trend became more pronounced belore | 
ache pag + Loans... Dec. 31 2,573 2,613 1,907 | receded. eae 
eee ee Dec. 31 364 373 419 7 
Invest. in U. S. Gov'ts.......... | Dec. 31 5,286 5,370 4,294 Evidence of further support to the Government 
Invest. in Gov't Gtd. Securities...) Dec. 31 1,628 1,631 1,574 Se ye se aang ia 
ther Securities............... Dec. 31 1,463 1,455 1,379 ’ z 
te oe LIES Dec. 31 10,014 10,164 10,410 | chased by the Federal Open Market Account. 
Res Geeeie:...........5.>. Dec. 31 730 730 737 — “i or ine Pearl dearertnapony 
Federal Reserve Banks | of bonds thus acquired has amounte r 
Member Bank Reserve Balance...| Dec. 31 12,450 12,447 14,026 000. In addition, the Reserve banks bought 
Money in Circulation. ......... | Dec. 31. 11,161 11,224 8,733 re at # oe of which $2,000,- 
RONPIOIIER So osc a can sa scies ose | Dee. 31 22,736 22,750 21,995 ere rater tiqui , 
Treasury Currency.............. | Dec. 31 3,248 3,244 3,087 ee ae r 
MI. oc. cccn ce ccens Dec. 31 2,215 2,195 2,212 In the most recent week New York City 
Excess Reserves............... | Dec. 31 3,090 3,090 6,620 Member banks showed a decline of $116,- 
| : : : 000,000 in loans and investments. Loans were 
| Latest Previous Year down $47,000,000 and investments were off 
NEW FINANCING (millions of $) | Month Month Ago $69,000,000. Holdings of direct Government 
IIMIE SG Xie. codon a Scions eee | Nov. 132 200 263 bonds declined $74,000,000, with Treasury 
Ch oS eee nen | Nov. 42 97 94 bills off $26,000,000, Treasury notes off $3,000,- 
Se ee eee | Nov. 89 103 169 000 and Treasury bonds off $45,000,000. 
THE MAGAZINE OF WALL STREET COMMON STOCK INDEX 
1941 Indexes | 1941 
No. of | a 
Issues (1925 Close—100) High Low Dec.27 Dec. 31 (Nov. 14, 1936, Close—100) High Low Dec.27 Dec. 31 
290 COMBINED AVERAGE... 56.9 42.6 42.6f 439 | 100 HIGH PRICED STOCKS... 60.10 48.65 48.65a 50.03 
| 100 LOW PRICED STOCKS.... 48.83 32.46 32.46t 33.57 
4 Agricultural Implements.... 99.9 72.2 72.4 72.7 ! 3 Liquor (1932 Cl—100).... 169.9 111.5 158.7 155.8 
9 Aircraft (1927 Cl—100)... 199.4 137.1 161.6 166.6 | DB ININGIY  iarare cso! ene 352880 111.9 715.9 75.9d 80.1 
4 Air Lines (1934 Cl—100).. 314.1 198.9 2166 233.4 i ey LC, re 75.6 49.0 49.0d 49.6 
6 Amusements............. 31.7 208 288 29.7 | 4 Meat Packing............. 53:2 33:8 <33:8F 36:8 
14 Automobile Accessories... 95.7 67.6 68.4 70.7 | 11 Metals, non-Ferrous....... 138.6 96.9 96.9f 101.9 
| 13 Automobiles............. 11.1 6.8 O89 oll. SOIRAp ete sé cles sc cccac 142 10:1 10:1 10.5 
3 Baking (1926 Cl.—100).... 10.7 4.8 4.89 5.4 | OIPPAUGIONM. «© s..0:5:05 «bse secs 86.1 67.4 73.2 70.9 
3 Business Machines......... 104.6 80.4 80.4x 81.7 || 18 Public Utilities............ 38.6 141 144 15.1 
2 Bus Lines (1926 Cl.—100).. 64.3 36.2 36.2d 38.2 | 3 Radio (1927 Cl.—100)..... 9.9 5.4 5.6 5.9 
BMMNEIS oo 555 15s 3% orate 165.8 135.5 144.7 148.5 9 Railroad Equipment........ A800 33: 33.7 35:2 
18 Construction.............. 26.1 166 16.6f 17.0 | WPORAWCORES 5.5 doc scskoe & 11.6 7.0 7.0r 7.6 
SROUIRIB 6 oo. on seen 203.7 144.3 144.3F 150.0 PROM Mec scorns SRS 2.9 1.2 Oe 2423 
10 Copper & Brass............ 88.8 65.8 67.6 69.2 \ 2 Shipbuilding. ......... 129.7 100.8 107.0 110.6 
2 Dairy Products............ 29.9 25.5 25.6 25.8 | 12 Steel &lron.............. 826 58.0 59.7 61.2 
| 6 Department Stores......... S02 “900 SES ARR F “DR cess iivcasesasss 37.7 17.5 34.7 34.2 
| 6 Drugs & Toilet Articles..... A590. Sit (64° “399 i] SO Salphite ssc. ccc cn Sec 8s 194.3 158.5 165.8 176.3 
| 2 Finance Companies........ 182.3 99.7 99.7f 100.8 || 3 Telephone & Telegraph..... 45.9 29.5 29.5f 30.6 
7 Food Brands.............. 0.3. WS WSL 7a | SReE...... 0-55... 48.5 29.4 30.4 31.3 
| Epp teres. ccc scs saa: M52 36.7 “41.8 49:4 || ~“Silivese Rubber....:....... 13.6 7.9 8.5 7.9d 
NE SE See ee 42.2 23.1 23.16 24.5 | DUE RO. colo qs.1 49.8 52.4 52.0 
| 2X50id Mining... .......... 703.8 331.3 336.9 331.3k 3 VANOUY OLOIES « «5.5 a oss 213.7 169.9 171.8 169.9a 
6 Investment Trusts.......... 19.2 14.0 14.03 15.0 19 Unclassified (1940 Cl—100) 105.7 82.3 82.3x 84.0 _ 
New LOWS since: a—1938. d—1935. f—1933. g—1932. k—1931. L—1939. t—Nov. 14, 1936. 1—New all time LOW. 


x—New LOW this year. 
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The Personal Service Department of Tae Macazine or Wau. Street will 
answer by mail or telegram, a reasonable number of inquiries on any listed securities 
in which you may be interested or on the standing and reliability of your broker. 
This service in conjunction with your subscription should represent thousands of 
dollars in value to you. It is subject only to the following conditions: 


1, Give all necessary facts, but be brief. 


2, Confine your requests to three listed securities. 
3, No inquiry will be answered which does not enclose stamped, self-addressed 


envelope. 


4, If not now a paid subscriber use coupon elsewhere in this issue and send check 


at same time you transmit your inquiry. 


Special rates upon request for those requiring additional service. 





American Cyanamid 


As a holder of 125 shares of American 
Cyanamid B (acquired at 42), I would 
appreciate your appraisal of the company’s 
prospects as a war-favored industry. Is re- 
search continuing—with an eye to develop- 
ing new products which will be useful not 
only now, in our war economy, but also 
later? What industries are major users of 
American Cyanamid Co.’s products? Are 
they mostly defense industries, thus insur- 
ing continuation of the company’s satisfac- 
tory sales record? Will increasing price 
controls adversely affect profits? Consider- 


ing all factors, do you anticipate that the - 


stock will better its 1941 high in the near 
future?-—A. G., Riverdale, New York. 


This company together with its 
subsidiaries represent one of the im- 
portant so-called war industries. Its 
products cover a very wide field and 
include such items as commercial 
explosives, textile and leather chem- 
cals, fertilizer materials, lacquer 
chemicals and solvents, insecticides, 
mining chemicals. plastics and rub- 
ber makers chemicals. It also oc- 
cupies an important position in the 
synthetic rubber industry and al- 
though in normal times it is hard 
for synthetic rubber to compete in 
the market because of the high cost 
under war conditions this now be- 
comes an important division. In 
addition the company is continually 
¢ngaged in research work, develop- 
ing and perfecting additional prod- 
ucts. Earnings have been steady 
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and consistent over a_ period of 
years and for the nine months ended 
September 30, 1941, were $1.53 on 
the combined class A and B stock, 
comparing with $1.52 for the same 
period in 1940. The company is in 
very good financial condition. At 
the date of the last balance sheet, 
total current assets of nearly $46,- 
000,000 were better than 3.5 times 
greater than total current liabilities. 
Of the total current assets, more 
than 30 per cent was in cash while 
the largest current liability was ac- 
counts payable of about $8,300,000 
which was, however, almost com- 
pletely offset by accounts receiv- 
able. An inventory of $21,360,000 
was not unduly high. There were 
no bank loans. Since its formation 
the company has continued to ex- 
pand both the number of its prod- 
ucts and their production. 

Congress in January is scheduled 
to give consideration to higher taxes 
and in particular to excess profit 
taxes. Undoubtedly the company 
next year will be called upon to 
meet much higher taxes and possi- 





bly higher operating costs but with 
its excellent management and effi- 
cient production we _ confidently 
look for increased earnings and 
higher prices for the stock. We 
advise retention of the stock not 
only for price appreciation but for 
its good return on the funds in- 
vested as well. 





Climax Molybdenum 


I purchased 250 shares of Climax Molybde- 
num at 40 about a year ago, and was advised 
recently to sell, in favor of one of the more 
active stocks. However, I should think that 
the outlook for Climax—especially now that 
war has been declared—would be quite favor- 
able, and would like your opinion on the 


matter. Are the production facilities now 
sufficiently enlarged to take care of all 
orders . . . considering the probability of 


increased U. S. and lease-lend orders for 
armament purposes? Or will export business 
be curtailed? Can satisfactory profit mar- 
gins be maintained on government orders? 
Do you look for continuation of the stock's 
present satisfactory market performance, 
with further gains over the near term?—Mrs. 
R. D., Ann Arbor, Michigan. 


This company produces between 
70 per cent and 85 per cent of the 
world’s annual output of molyb- 
denum ore. Mine output is now at 
the rate of some 31,000,000 pounds 
annually. In its expansion program 
the company has about completed 
new facilities for substantially in- 
creasing its capacity for finished 
materials. Furthermore the prod- 
uct is now being used as a substi- 
tute under war conditions as evi- 
denced by the OPM recently ord- 
ering that tool steel be manufac- 
tured with 75 per cent molybdenum 
and 25 per cent tungsten compared 
with a previous 50-50 ratio. In the 
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event that the Japanese are able to 
cut off the Burma Road this coun- 
try would have to depend more and 
more on moly. While the company 
has lost its large European markets, 
its entire output is now needed by 
this country for our war efforts to- 
gether with the lease-lend program. 

Earnings for 1941 was expected 
to show a sharp increase, compared 
with the $2.40 per share in 1940. 
Ir 1939 the company earned $4.09 
a share and this year’s earnings are 
expected to be in that neighbor- 
hood. For the nine months ended 
September 30, 1941, the company 
reported earnings of $2.50 per share 
as compared with $1.88 per share 
for the like period of 1940. 

While there undoubtedly will be 
a large increase in taxes next year, 
it appears likely that the company 
will be in a position to increase its 
dividends if it so elects. By the 
same token we do not feel that the 
current market prices fully reflect 
the possibilities for the stock. We 
would not recommend sale as you 
suggest. Rather we would suggest 
retention of this investment undis- 
turbed at current prices, for liberal 
income return and price apprecia- 
tion at such time as general market 
conditions improve. 





Commercial Credit 


What effect will war have on Commer- 
cial Credit? I own this stock at very con- 
siderable higher prices. Would you advise 
me. te sell it or continue to hold it? Do you 
believe that curtailed auto sales will make 
serious inroads into earnings or are there 
other offsetting developments?—L. M. B., 
Syracuse, N. Y. 


For twelve months ended Septem- 
ber 30, 1941, Commercial Credit Co. 
reported net income of $9,035,600 
equal to $4.67 per share on the com- 
mon stock. These figures compare 
with $8,075,232, and $4.10 for the 
twelve months ended September 30, 
1940. However, serious attention 
must be given to the Government’s 
insistence on a very substantial re- 
duction in the credit business of 
the nation as a means of partially 
reducing inflation possibilities. It 
would be hard to estimate to what 
lengths Congress or the Treasury 
Department would be willing to go 
at the present time. Taxes will also 
make heavy inroads into earnings. 
This year the company set up tax 
reserves at the rate of 30% as 
against 24%. Capital stock taxes 
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were computed at $1.25 instead of 
$1.10 per $1,000 of declared capital 
valuation. Rationing and priorities 
will very definitely hurt this com- 
pany’s automobile business and it 
appears now that it will be to a 
much greater extent than was an- 
ticipated. It is understood that 
Federal rationing of automobile 
tires after January 5 will prevent 
somewhere in the neighborhood of 
85 per cent of the nation’s motor 
vehicle users from obtaining tires. 
The management has been and is ac- 
tive in making arrangements to enter 
other fields of finance as witnessed 
by the announcement of a new 
subsidiary, Commercial Credit Plan 
Industrial Bank, of Dallas, Texas, 
and recently the agreement entered 
into whereby assets of the National 
Bond & Investments and its sub- 
sidiaries would be acquired for cash 
at the approximate book value. 
With the above facts well in mind 
and taking into consideration cur- 
rent price we would not be adverse 
to your retaining this stock in your 
portfolio for the near future, but a 
switch of funds later to an issue 
offering more clearly defined appeal 
may well be advantageous. 





Holland Furnace 


Would you advise continuing to hold Hol- 
land Furnace stock purchased at around 
$15.00? Will priorities affect the company’s 
earnings? Would you advise switching to 
some other stock?—R. A. W., Seattle, 
Wash. 


Holland Furnace Co. has long 
been known as the world’s largest 
manufacturer of warm-air furnaces, 
and in recent years the company 
expanded its lines to include air- 
conditioning, oil-burners, — stokers 
and complementary lines. The com- 
pany also operates a fleet of power- 
driven vacuum cleaning units, util- 
ized to remove soot and dust from 
furnaces, chimneys and _ so forth. 
While this activity in itself is not 
important, it has frequently paved 
the way for important sales con- 
tacts. The capitalization of the 
organization consists of 450,442 out- 
standing shares of $10 par value 
common stock. There is no pre- 
ferred stock nor funded debt. The 
company in its report for the quar- 
ter ended September 30, 1941, 
shows net profit of $705,151 after 
depreciation, Federal income and 
excess-profits taxes, etc., equal to 
$1.57 a share. This compares with 


$841,775, or $1.87 a share in the 
same quarter for the previous year, 
and $577,483 or $1.28 a share for 
the quarter ended June 30, 1941, 
For the nine months ended Septem. 
ber 30, 1941, net profit was $1,170, 
154 after provision for Federal in. 
come and excess-profits taxes equal 
to $2.60 a share, compared with 
$1,104,139 or $2.45 a share for the 
like period in 1940. Net profit for 
the twelve months ended Septem- 
ber 30, 1941, was $1,682,522, equal 
to $3.74 a share, against $1,783,820 
or $3.96 a share for ‘the twelve 
months ended September 30, 1940. 
Future earnings will be affected by 
priorities and restricted home build- 
ing, as well as greatly increased 
taxes, especially excess-profits taxes, 
which may make heavy additional 
inroads on earnings in a war econ- 
omy. At current depressed market 
prices, however, we feel that this 
stock may be retained temporarily 
on the possibility that improvement 
in general market conditions may 
present more favorable liquidating 
levels. 





Montgomery Ward 


I am a holder of 125 shares of Montgon- 
ery Ward purchased at 30, and am worried 
as to what effect priorities will have on its 
earnings. Will the present dividend rate be 
maintained or will heavier taxes force a te 
duction—how about instalment buying—uill 
restrictions hurt the company? Would you 
advise me to dispose of my stock or shall | 
hold on?—A. N. G. Chicago, Il. 


For nine months ending October 
31, 1941, sales of Montgomery Ward 
aggregated $483,811,149, an increase 
of 25 per cent over the correspond- 
ing period of 1940. However, net 
income declined to $13,930,925, 
equivalent to earnings of $2.47 4 
share, as contrasted with net of 
$15,525,776 and $2.77 a share in 
1940. This reduction in earnings 
was due to the fact that the com- 
pany had set up a reserve of $2,000; 
000 for anticipated future price de- 
clines and tax provisions amounted 
to over $7,605,000, as compared 
with $3,365,000 in 1940. In view 
of the fact that a substantial amount 
of sales are made on the installment 
plan, the restrictions in this type of 
buying will undoubtedly retard 
future sales progress. Also, sales of 
durable goods will be cut down 
sharply due to priorities. The pro 
duction of vacuum cleaners. wash- 
ing machines and many other re 
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lated lines have already been sharp- 
ly reduced and will have a definite 
adverse effect upon future earn- 
ings. However, the addition of new 
stores and the increase in industrial 
payrolls and rural purchasing power 
will offset declines from the “dur- 
able goods” division. It is esti- 
mated that earnings for the full year 
will amount to about $4 per share 
and no reduction in the present 
$2 dividend rate is anticipated. Past 
record of dividend payments is ex- 
cellent and we feel that this record 
will be maintained. Present market 
price has, in our opinion, discounted 
the uncertainties in the earnings 
outlook, and in view of the com- 
panys’ strong position in the field 
and the satisfactory yield, retention 
of holdings is recommended at least 
for the time being. 





Link-Belt Co. 


How do your experts regard Link-Belt com- 


mon as an investment at today’s market 
levels . . . (around 32)? I own 100 shares, 
for which I paid 40. Do you feel that the 
year-end extra announced recently means 
that the company is making good progress 
which will continue into the coming year? 
What proportion of production capacity is 
now devoted to defense work? Can—and 
will—this be increased to meet new, wartime 
demands of our government? What type 
of products are being made for military use? 
Have these required expensive re-tooling and 
new equipment? What is the company’s tax 
position? Are reserves adequate, even assum- 
ing the worst in future levies?p—D. M. A., 
Williamsport, Pa. 


For the nine months ending 
September 30, 1941, net income of 
Link-Belt Co. amounted to $2,150,- 
824, equivalent to earnings of $2.95 
a share, as against net of $1,780,- 
740 and earnings of $2.37 a share in 
the corresponding period of 1940. 
These earnings are after deduction 
of $1,697,378 for the excess profits 
tax. In July, 1941, the President of 
the company stated that National 
Defense orders currently comprised 
about 80 per cent of the company’s 
incoming business, and it was further 
stated that since the emergency was 
declared, the company’s working 
force had been expanded by 60 per 
cent and at many plants three shifts 
were at work. Sales are expected to 
continue at high levels for an indefi- 
nite period with defense work pro- 
viding direct and indirect stimulus. 
The increased volume of business 
should sustain operating margins, 
despite higher labor and material 
costs. The extra 50 cents per share 
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” A challenge 


we're eager to accept 


hn) 


oDAY, this country of ours has 
5 big job to do. Many of us are 
just beginning to realize how big 
this job really is. 

To a company such as General 
Foods, the years ahead are a chal- 
lenge ... as great a challenge as we 
have ever faced... and a grave 
responsibility. 

These are the days when it is of 
vital importance that the American 
people be strong and well nourished 
in order to carry out their military 
program. Our research laboratories 
are working harder on important 
food and diet problems, and our 
consumer service organization is 
pursuing vigorously itsdevelopment 
of new and better ways to use food 
products, forgetting neither your 
family’s healthy appetite nor your 
food budget! 

For you who buy and use General 
Foods products, we shall continue 
to produce high-quality foods. We 





shall strive to increase efficiency in 


order to help offset rising costs. 

As to General Foods’ working 
relationships with its personnel, in 
addition to the benefits which al- 


Bivuepoint Oysters 
Cacumet Bakinc Powper Instant Postum 
Certo « D-Zerta Je11-0 
Diamonpo Crystar Sart Jevt-O Freezinc Mix 
40-Fatuom Fisn 
Frankuin Baker's Coconut | Jett-O Puppines 
Karree Hac Corree 
La FRANCE © SATINA 


Grape-Nuts 
Grare-Nvuts Frakes 


General Foods 


Grare-Nuts Wueat-Meat Loc Canin Syrup 
Maxwe tt House Corree 
Maxwe.e House Tea 
Minute Tapioca 

Post's 40% Bran Frakes 


Post's Wuore Bran Sureps | Water Baker's CHocorste 


Je.t-O Ice Cream Powner 


Post Toasties | and Conrectionery 
Postum Cereat 


BIRDS EYE FROSTED FOODS—fruits—vegetables—meats—poultry—sea foods 
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ready existed, new problems have 
been met. For example, we feel it 
not only a duty but a privilege to 
provide advantages for our em- 
ployes who have been called into 





service. Special awards have been 
created for all GF employes with 
long service records. 


During the coming year, as in the 
past, we w ant employes to get fair 
treatment and remuneration . .. we 
want farmers to get a fair price for 
their produce . . . we want grocers 
who handle our goods to make a 
fair profit . . 
67.380 investors who have en- 
trusted their money to us to get a 
fair return on their investment. 


. and we want the 


Above all we want to serve our 
country—by doing all we can to 
produce efficiently an abundance 
of nutritious foods—to improve our 
research—and to co-operate with 
the government and various public- 
spirited organizations in furthering 
public knowledge of proper diets 
and proper preparation of foods. 

The need for rendering such a 
service is a challenge to the whole 
food industry. It is a challenge we 
are eager to accept. 





Sanna Corree 


Sea Fresn Fisn 


Searsmipt Oysters 


Sure-Jeve 


Swans Down Cake Fiowir 
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Thousands of investors 
have told us.... ‘IT 
wouldn't be without 
this valuable guide!” 


And you, yourself, know how tedious it is to wade 
through earnings reports and statements of the com- 
panies in which you are interested—how difficult it is 
to put your finger on the essential facts. ‘To keep 
abreast of sudden changes under today’s unprecedented 
conditions. ... 

.. . Yet—here in a 98-page, pocket-size handbook, printed in clear, 
legible type, are all the vital statistics you need on every leading common 
and preferred stock on the New York Stock and Curb Exchanges, as 
well as the important bank and insurance stocks. 

And — in addition to all the vital statistics — qualified business and 
security analysts also give you the outlook for both the industry and 
the individual company in which you are interested. 

Revised and published monthly — The Pocket Statistician offers you 
the most up-to-the-minute information, such as you would find only in 
statistical works costing from $50 to $100 and up—enables you to keep 
accurately and authoritatively posted at all times. 


Special Combination Offer—Limited Time Only 
1. A 1-year subscription to the Pocket Statistician (regularly $3.50) 


2. A tI-year subscription to The Magazine of .Wall Street, regularly 
$10.00 (including continuous consultation privileges on your se- 
curities ... 3 at a time.) 


3. A copy of the valuable new investment book “To Make Money 
Today—Investing Under War Conditions,’ by A. T. Miller 


(value $2.50) 





$16.00 Value... Now... $12.50 


The Magazine of Wall Street, 90 Broad Street, New York, N. Y. 


C $2.50 a year if you are already a Magazine Subscriber. 


C) Special Offer (Limited time only): The Pocket Statistician for 1 
year ($3.50) and The Magazine of Wall Street for 1 year....26 
issues ($10.00) including personal consultation priviliges on as 
many as three securities at a time....and a FREE copy of the new 
investment book “TO MAKE MONEY TODAY’’—Investing 


No Foreign Postage on The Pocket Statistician alone. On Combination Offers, 
including The Magazine of Wall Street add $1 per year for Canada and Foreign. 
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common and preferred 
stocks are listed and rated 
in every issue. 


Published Monthly ... 





The Pocket Statistician 
tells you... 


Investment Rating: Based on current earn- 
ings trend, dividend record, management 
financial position . . . growth possibilities 
under war influences. 


Tax Rating: Degree of vulnerability or im- 
munity to new taxes . . . where earnings 
will be reduced . . . maintained or in- 
creased despite taxes. 


Earnings Record: From 1937 to date... 
indicating fluctuations in per share net in 
peacetime and in war. 


Dividend Record: For 1939, 1940, 1941... 
changes effected .. . relation to earnings... 
income calibre. 


Financial Position : Ratio of assets to liabili- 
ties . . . working capital. 


Capitalization: Shares outstanding, common 
and preferred, funded debt . . . claim on 
earnings ... marketability. 


10 Year Price Range: Highs and lows from 
1929 through 1941... showing price swings. 


Pertinent Comments: On latest develop- 
ments and changes bearing on each com- 
pany’s earnings prospects and investment 
status. 








[3 Send me The Pocket Statistician for Pyeat <6 sickcisaics oes eee $3.50 


Under War Conditions Cvalue $2:50) 6.6 656s 00564 secsccwsse scene $12.50 
URI R I 5s sala 5c te a Sh hea 5 he x SSCS REA os STS re rato re ela toncte motets 
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Clip and Mail 
This Order Form 
TODAY! 
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declared in December brought divi- 
dend payments up to $2 for the 
year, and this rate should be main- 
tained. The company is an impor- 
tant factor in the manufacture of 
heavy machinery, its products in- 
cluding iron and steel chains of 
every description, all types of con- 
yeying machinery, a complete line 
of power transmission equipment, 
shells and other ordnance items. 
Generally speaking, the change-over 
into defense production did not re- 
quire very much expensive retool- 
ing or new equipment. While pri- 
orities will undoubtedly affect the 
production of non-defense orders, 
any real adverse effect upon earn- 
ings is not expected, for the com- 
pany is continually increasing plant 
facilities for the production of de- 
fense orders. At the close of 
September 30, 1941, the company 
was in a strong financial position, 
current assets totalling $19,338,581, 
including cash of $4,545,813, as con- 
trasted with total current liabilities 
of $6,016,655, including a tax re- 
serve of $3,807,593. Further, a re- 
serve of $324,668 was set aside for 
possible future inventory declines 
and other contingencies. Although 
high taxes will be an impediment, 
earnings should be large during the 
emergency and the strong trade 
position, wide diversification of 
markets should enable the company 
to obtain a full share of available 
business thereafter. In view of the 
continued active demand for the 
company’s products, satisfactory 


dividend payments and strong posi-. 


tion in the industry, we recommend 
retention of commitments and_ be- 
lieve that modest amounts of addi- 
tional holdings may be added. 





Douglas Aircraft 


I cannot understand why Douglas Air- 
craft’s dividend this year is no higher than 
the $5.00 disbursement of a year ago—con- 
sidering that sales and earnings have shown 
such remarkable increases. Do you consider 
that the company’s conservative policy in re- 
gard to dividend payments is solely responsi- 
ble for this . . . or are there other factors? 
What is the present status of orders for for- 
eign use? Will our entry into the war cause 
curtailment of production for export—and if 
so, will increased volume of purchases by the 
U. S. Government offset the loss, despite 
narrower profit margins? I hold 75 shares 
bought at 90. Would you advise any action 
at this time? —Miss L. G. G., Richmond, Va. 


Douglas Aircraft has long been 
one of the most important suppliers 
of military planes and also of com- 
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NATIONAL BANK 


THE CHASE 


OF THE CITY OF NEW YORK 
Statement of Condition, 


December 31, 1941 


RESOURCES 
CasH AND Dug FroM Banks . . . « . $1,248,516,343.94 
U. S. GovERNMENT OBLIGATIONS, DIRECT 
AND FULLY GUARANTEED. . . . . . 1,364,847,274.20 
STATE AND MunlIcipaL SECURITIES . . . 125,045,060.17 
Stock OF FEDERAL RESERVE BANK. . . 6,016,200.00 
OPrHER SECURETIES: . < «5 «+ « « @ « 194,989,187.80 
Loans, Discounts AND BANKERS’ 
ACCEPTANCES. . . . . ». + > « + 902,221,308.65 
BANKING-FIOUSES 2/6 s & « © & « 37,775,473.15 
OWHER EAE ESTAPE> 3. 3% 9s «- % 6,842,700.13 
MORIGAGES(G 65. (hoe et ae de 8,729,425.18 
CusToMERs’ ACCEPTANCE LIABILITY. . . 6,965,977.86 
CRHERVASSERS? 0 & cGy ONS 9,853,853.88 


$3,811,802,804.96 








LIABILITIES 
Capita. Funps: ) 
Capita Stock. . . $100,270,000.00 
SurpLus . . . . .  100,270,000.00 


UNDIVIDED Profits . 40,369,834.49 5 
$ 240,909,834.49 
DivipenD PayaBLe Fesruary 1, 1942. 5,180,000.00 
RESERVE FOR CONTINGENCIES. . . .-. 11,375,028.06 
ReseERVE FOR TAXES, INTEREST, ETC. . . 3,032,603.47 
DEPOSITS: « 4 & © sb & % oe SGI] 
ACCEPTANCES OUTSTANDING . . . .e - 8,241,999.24 
LiapiLtiry AS ENDORSER ON ACCEPTANCES 
AND FOREIGN BIEES . . =. ss + 575,267.46 
OUHER ETABIEIEIES© <> 5. < <6 ow Sie ok 7,521,455.02 


$3,811,802,804.96 





United States Government and other securities carried at 
$354,906,037.00 are pledged to secure public and trust de- 
posits and for other purposes as required or permitted by law. 


) 
Vember Federal Deposit Insurance Corporation : 
v4 


OOO OOO 
































America opens another 
loodgate to Victory 





Laying the new 456-mile Southeastern Pipe Line, which was formally opened December 19, 
1941. Linelaying tractor lifts 40-foot, three-quarter-ton section of steel pipe into position. 


The nation’s plans for victory took a great forward step on December 19, 
1941, when the strategic new Southeastern Pipe Line was officially opened. 

This new 456-mile artery—the first in the Southeast—provides a continu- 
ous supply of gasoline to important military and industrial areas in our 


Southeastern states. 


Before the line was constructed, the people, the industries and the military 
bases of the Southeast were mainly dependent for gasoline upon ocean-going 
tankers, plying between the Gulf Coast and middle-Atlantic ports. The new 
line cuts the week-long tanker haul around Florida to 54 hours, reduces the 
dangers of wartime attack, releases much-needed tankers for important 


service elsewhere. 


The Pure Oil Company is proud to be a substantial owner in this impor- 
tant contribution to the national victory. 


FACTS ABOUT THE NEW SOUTHEASTERN PIPE LINE. Capacity: 30,000 barrels -1,260,000 gallons of 
gasoline or lighter petroleum products daily. Construction: 31,000 tons of steel pipe, laid in a 
ditch 2,408,000 feet long and buried 3 feet underground. 






Be sure €PuRE} with Pure 








mercial air transports. Among the 
numerous types of military planes 
produced are twin engine bombers, 
observation craft and attack bomb- 
ers, while the El Segundo division 
makes attack planes and torpedo 
and dive bombers. It is estimated 
that deliveries for the fiscal year 
ended November 30, 1941, will reach 
$150,000,000. Of the mid-Septem- 
ber backlog of over $666,000,000, 
only about $35,000,000 was foreign 
business. For the nine months end- 
ing August 31, 1941, net income 
amounted to $10,733,046, equiva- 
lent to earnings of $17.89 a share, a 


394 


substantial increase from the 
$7,288,335, and $12.15 a share re- 
ported in the similar period of 1940. 
It is estimated that earnings will 
approximate $23 per share for the 
fiscal year. Despite our entry into 
the war, the company’s foreign busi- 
ress has not been and is not ex- 
pected to be curtailed; it is cur- 
rently operating three shifts a day 
and plant additions are constantly 
being made. A $12,500,000 plant 
for the manufacture of air frames 
for the B-17 Boeing bomber is now 
nearing completion. It is believed 
that the conservative dividend 





policy is due primarily to the fact 
that large funds have been expended 
for extensive research in the avig- 
tion field, but in view of the sub. 
stantial increase in earnings, the 
company may increase its dividend 
somewhat in 1942. While taxes are 
expected to cut into earnings, it js 
noteworthy to point out that the 
earnings for the nine months end- 
ing August, 1941, allowed a substan- 
tial reserve for taxes. Current posi- 
tion at the close of August, 1941, 
was strong, total current assets 
amounting to $50,979,657, includ- 
ing cash of $20,231,176 as contrasted 
with total current liabilities of $30, 
379,454. Tax reserves amounting 
to $11,096,781 was set up to pro- 
vide for the 1941 increased taxes, 
Capital structure is simple, con- 
sisting of only 600,000 shares of no 
par common stock. We are of the 
opinion that the stock has better- 
than-average attraction in view of 
the company’s outstanding position 
in the aviation industry, good 
finances and_ substantial earning 
power, and believe that inclusion of 
this stock in your portfolio is well 
merited. 





The Challenge of 1942 Taxes 
To Corporate Profits 





(Continued from page 360) 


favorable 1942 profit performance 
will be turned in by enterprises 
which can count on maximum ex- 
pansion in gross revenues and oper- 
ating income, and which are not too 
greatly hampered by rigid relation- 
ship between operating costs and 
prices or rates charged. 

(2) Where potential volume gains 
appear small or non-existent and/or 
operating set-up is relatively rigid— 
utilities being an outstanding ex- 
ample—higher taxes will do the most 
damage to earning power. 

The varying 1942 prospects for 
all important industries are analyzed 
in the special article beginning on 
page 353. 

In selecting equities for invest- 
ment or speculation, some observers 
are emphasizing the importance of 
singling out issues which have a large 
invested capital base behind them— 
steels being a typical example. This 
approach would be thoroughly eor- 
rect if one expected excess profits 
taxation to be put exclusively on the 
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basis of return on invested ‘capital. 
We don’t think this concept has 
much chance of being adopted by 
Congress. If it is not, it will be 
found that other considerations en- 
tering into the capitalization of 
earning power in market prices will 
usually at least balance, if not out- 
weigh, the supposed advantage of 
a large invested capital base under 
war time taxes. 


For example, in the case of any 
company which is regarded as hav- 
ing a relatively favored longer range 
“peace prospect”—for example, a 
chemical or a leading automobile 
producer—any given level of earn- 
ings per share will command a 
higher market value than the same 
earning power for an aircraft com- 
pany, a rail equipment or a machine 
tool producer, for bonanza earnings 
in these cases are in major degree 
a temporary war economy phenom- 
enon. When the turn comes to a 
more hopeful investment sentiment, 
the rebound in values will not by 
any means be confined to “war 
babies” or issues of companies with 
large invested capital. Many of 
these will rise. So will many “peace 
stocks” and many issues of com- 
panies with relatively small invested 
capital per share of equity capitali- 
zation, 


Status of Bonds As We Enter 
1942—Defense Bonds 
Discussed 








(Continued from page 371) 


ity. All things considered, there- 
fore, it appears that the conservative 
investor can do no better than allot 
new funds to defense and savings 
bonds, at least until price levels in 
the high grade group are more at- 
tractive. Whatever sacrifice in 
yields is entailed is more than com- 
pensated for by the complete free- 
dom from any market risk. 

It is realized, however, that there 
are many investors who as a prac- 
tical matter must employ their 
funds in such a manner as to yield 
the largest return compatible with 
the degree of risk which they may 
be in a position to assume. For these 
investors, their best bet is a care- 
fully considered choice of medium 
or second grade bonds. Better-than- 
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for MIRACLES of FUEL and POWER 


As quick as the hand can move, gas and elec- 
tricity respond to mankind’s bidding. In homes, 
on farms, in factories, shops and stores, these 
ever-faithful servants perform marvels of service. 
They promote greater efficiency, save time and 
labor, speed production for our national defense. 
Gas as fuel, electricity as power—each is clean, 
economical, unfailing, instantly available. Both 


are indispensable to our American way of life. 


CORPORATION 
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COLUMBIA GAS & ELECTRIC 





serving 1,183,000 gas customers and 391,000 electric customers in 1570 communities 
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War Earnings and Plow Shares 
BY WARD GATES 


Shortages and Production 
BY JOHN D. C. WELDON 


IN THE NEXT ISSUE *% * 
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Attention Treasurers! 


Leading corporations run their 
current dividend notices with us! 
They know that ALL of our read- 
ers are stockholders of record, 
seeking investment for their sur- 
plus funds. 


What better audience could you 
possibly find to place your divi- 
dend notices before? 


Then too, you are placing the 
securities of your company before 
investors at a time when they are 
seeking advice on the use of their 
surplus funds! 


This is an inexpensive way to 
buill permanent stockholders—to 
build confidence among security 
holders in your company and its 
current management. 


Why not schedule your next 
dividend announcement with us? 
The cost is but $1.00 per line! 


Address—Advertising Department 
90 Broad Street New York, N. Y. 
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There are only 2135 key corporations in the United States; 800 
of which do 70% of the total business done in America! 
e 


The entire Directory of Directors of ALL incorporated businesses 
in the U. S., lists but 80,000 names! 


e 
The 1939 income tax figures disclosed the fact that but 118,000 
people, (including widows) had an income of $10,000.00 or more. 


& 
Of an estimated 8,500,000 U. S. stockholders, less than 75,000 
own fully one-half of ALL corporation stock held by individuals. 
e 


The voting power in the average large corporation is in the 
hands of a little over 1% of the share holders. 


e 
More than 80%, of the stockholders in the U. S. have a dividend 
income of less than $500.00. 


All the leading corporations in the U. S. have their securities 
listed on some Stock Exchange. There are a little over 2,000 of such 
listings! 

e 

The big business market is LIMITED, and the spread of publica- 
tions that cover it, need not run in the hundreds of thousands. , Your 
sales message addressed to this market through such media, carries the 
costly burden of EXCESS CIRCULATION! 


e 
This publication blankets the big business market, and does it 
at but $450.00 per page. 


Our reader audience comprises a group of men whom it is vitally 
important for the advertiser to cultivate FIRST. They are not large in 
numbers because, truthfully, there are not many of them! 


e 
They spend MORE and more “ not curtailed by the 
weighty problem "Can they afford it!"—and they set the styles for 
others to follow! 
* 
Reach them through this magazine. It is a “MUST ITEM" on 
their reading list—not clipped by their secretaries for their attention. 


on request—address 


] rates 
- culation analysts and 
Circu ADVERTISING DEPARTMENT 
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90 BROAD STREET Member of A.B.C. NEW YORK, N. Y. 
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average yields are obtainable and in 
many instances earnings protection 
has improved appreciably and 
promises to continue to do so under 
the spur of defense activity. Me- 
dium grade bonds also invite favor- 
able consideration as_ substitute 
commitments for common stocks 
placed in a vulnerable position by 
heavy taxes, priorities and other fac- 
tors which might imperil the recent 
rate of dividends. It is to be em- 
phasized, however, that the endorse- 
ment of lower rated bonds for the 
purposes mentioned here implies an 
appreciation, on the part of the 
investor, of the risk involved and 
the obligation imposed on him to 
keep informed of developments af- 
fecting this class of investment. 





For Profit and Income 





(Continued from page 381) 


to obtain... . / Average hourly wage 
of factory workers was 77 cents in 
mid-October, the highest in history. 
... Wall Street skyscrapers did not 
take lightly the possibility of a 
token raid. Elaborate precautions 
preparations are being made to pro- 
tect occupants. All arrears, 
amounting to $17.50 a share on 
Cudahy Packing 7% preferred may 
be eliminated this year. .. . Tax sell- 
ing of preferred stocks in thin mar- 
kets created some unusual buying 
opportunities to acquire liberal in- 
come at a discount. 





As | See It 





(Continued from page 349) 


knock us out before we are ready 
to meet her in battle. 

The failure of Russia to come to 
our assistance is a severe handicap 
at this time. With sufficient planes 
in China, however, we would still be 
within bombing distance of the 
Japanese Islands able to do plenty 
of damage while creating appalling 
havoc there. 


As far as Russia is concerned, I 
still feel the same about Stalin and 
Hitler, nor am I impressed by the 
Red offensive. 
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The Building Industry Tackles its Biggest Job 


A statement by 


Melvin H. Baker, President 


NATIONAL GYPSUM COMPANY 








nse first concern of the building in- 
dustry is the safety of American lives 
and American homes. We are in a war 
where half-hearted measures cannot win. 
It will take sacrifice and a grim determi- 
nation to deliver the goods, whatever the 
cost. National Gypsum Company recog- 
nizes this responsibility, and has organ- 
ized to cooperate in these four ways: 


1, FOR IMMEDIATE MILITARY NEEDS, National’s 
entire research and production resources 
are available to the President and his 
aides. In the past year, we have added 
three more plants and greatly increased 
the efficiency and volume of the remain- 
ing 18. A new defense-developed insula- 
tion board is already being used in large 
quantities for Army and Navy bases and 
in industrial plants. Capacities at the 
company’s four chemical lime plants and 
three rock wool plants are ready for 
other important defense needs. 


2. 400,000 HOMES FOR DEFENSE WORKERS must 
be built in 1942, according to the 
O.P.M. To speed up this vital $2,000,- 
000,000 job, National Gypsum’s 21 
plants are prepared to supply quickly 
thousands of carloads of plaster, wall- 


21 STRATEGICALLY-LOCATED MODERN PLANTS 


150 BETTER BUILDING MATERIALS, including Plaster.... 
Metal .... Sound Control.... Wallboard 


New York, N. Y.... Clarence Center, N. Y.... Akron, | | 
Ne Ye nae Portsmouth, N.H..... National City, Mich. yj | 
Fort Dodge, Ia...... Medicine Lodge, Kan... .. Rotan, let BUILD BETTER WITH | 
a yey Savannah, Ga..... Luckey, O..... Bellefonte, FS 
ere York: P<: . Oranda, Va..... Saltville, Va. | 4 
Niles, O. .... Mobile, Ala... .. Newburgh, N. Y. [Si ry) Onl 
Alexandria, Ind..... Dubuque, Ia..... Dover, N. J. ie 

bs 

3 Eve wylhing - fet walls cedlngs 


Insulation 


Lath... Lime... Sheathing .. . Wall Paint. 


board, sheathing, lath, paint and insula- 
tion. 


3. $3,000,000,000 IN HOME REMODELING will be 
necessary in 1942, according to govern- 
ment estimates. For instance, uninsulated 
homes now waste $1,000,000,000 in 
fuel every year, menace national health, 
overburden transportation systems, and 
require man-power sorely needed for 
armament production. National Gypsum 
Company is ready to serve this market 
with efficient rock wool insulation. 


4. INCREASED FARM BUILDING will be neces- 
sary to produce agricultural products 
needed by the United States and her 
allies. National Gypsum Company has 
already developed a distribution plan to 
serve 1942’s estimated $500,000,000 
farm building market. 


* ke k 


TODAY NATIONAL GYPSUM COMPANY dedi- 
cates all its energy, experience and re- 
sources to the most important building 
job in its history. It won’t be an easy 
job and it won’t be a quick one. But we 
are confident that a unified America is 
going to rebuild a world where homes 
are safe and men are free. 
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If, as I suspect, a deal—over the 
heads of the Russian people—exists, 
we can expect that Stalin’s condi- 
tions called for the evacuation of 
Russian soil, back to the original 
dividing line in Poland. Here both 
sides would dig in for the winter, 
leaving Hitler free to concentrate on 
his contemplated winter campaign 
in the Near East and Africa. Under 
such circumstances, Gen. Rommel’s 
battered army could be reinforced 
and the battle for Africa begin all 
over again. 

It struck me unpleasantly that 


the Hitler retreat from Moscow 
began only after Japan attacked 
Hawaii and came just as everyone 
was expecting Moscow to fall. It is 
my theory that this was according 
to plan—and that it worked three 
ways. 1. Hitler stood guard to re- 





assure Japan that Russia was im- 
potent because Japanese leaders 
were unwilling to undertake this 
adventure unless they were certain 
that Russia had been neutralized. 
2. Stalin, for his part, wanted to be 
sure that the Japanese drive would 
bé south and not north—that Japan 
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He Stands for 
SAFETY and 
FREEDOM 


Every time you see the Minute Man 
—emblem of America arming for 
defense—think how good it is to 
live in the land where there still is 
liberty to defend. 


Think, too, how YOU can help. 


Let the Minute Man remind you to do your 
part. 


Save and buy Defense Savings Bonds. 


They will help protect your homes and your 
families today. 


They will help make the future secure. 
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would be so busy elsewhere that 
Siberian Russia would be unmo- 
lested. 3. Hitler, on the other hand, 
wanted desperately the opportunity 
to carry out his winter campaign in 
the Near East and Northern Africa 
—and to unite with his Axis partner 
in the Pacific in an attempt to crush 
the British and to cripple the United 
States. This time he had nothing 
to fear if Stalin double-crossed him 
because Russia is too weak to take 
the offensive this winter. It is well 
to remember there are no American 
or British observers at the Russian 
front to tell us what is really going 
on. Nor must we forget that both 
Hitler and Stalin have never hesi- 
tated to sacrifice men ruthlessly to 
gain their objectives. 

Stalin? To him it was a reprieve— 
a chance to live—to plan to take 
revenge later on a weak Hitler 
should he suffer defeat—or to adjust 
himself possibly with the consola- 
tion of a warm port on the Persian 
Gulf, if Hitler won. 

It must be evident that only a 
greater glory than the conquest of 
Moscow would have caused Hitler 
to turn back when victory was 
within his grasp. To have won 
when Napoleon had failed and to 
let go, involved mighty considera- 
tions. It may have been on this 
point that he broke with Von 
Brauchitsch. That Hitler could 
have continued to fight is proven 
by his capacity to assemble two new 
armies fully equipped for a gigantic 
pincer movement in the Mediter- 
ranean. 

This is the situation as I see it. 
In any event, I think it is much bet- 
ter to accept the possibilities of a 
Hitler-Stalin truce than to “pooh 
pooh” such possibilities and lay too 
much stress on current Russian suc- 
cesses. There are too many sus- 
picious elements involved. 

All in all, today’s situation de- 
mands that we unceasingly devote 
ourselves to production, and more 
production, and that we move 
heaven and earth to meet the enemy 
in full foree. Nor should we count 
too heavily on our Allies. The com- 
ponent parts of the entire British 
Empire are likely to be subject to 
the severest attacks and they will 
need all their strength to protect 
their own shores. 

As events are shaping themselves, 
it seems that the Axis will make 
another attempt to carry out the 
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Why are 
Cartridge Cases 


Made of Brass? 


RASS possesses the ductility and malleability to withstand the extensive draw- 
ing and forming operations necessary to high speed production of cartridge 
cases on automatic machines. Important, too, is the fact that Brass is extremely 
resistant to corrosion — permitting storage of ammunition for extended periods 


under all climatic conditions. 


“Cartridge Brass’—-70% copper, 30% zinc—has inherent properties which not 
only allow the case, under firing pressure, to expand to the walls of the gun 
chamber without cracking or ‘splitting, but also to contract for quick extraction. 
From the .30 caliber rifle cartridge to the six inch shell, brass in large quantities 
is doing a fundamental defense job that no other metal can do as well. 


Brass, Copper and Bronze are indispensable to nearly every phase of the National 
Defense Program. Our Number One task is therefore to devote every effort of 
the entire Anaconda organization to the on-time delivery of the tremendous 
quantities of our metals required by the emergency. 
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ANACONDA COPPER MINING COMPANY 
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original plan of campaign against 
the British Empire, to which I re- 
ferred in the December 14, 1940, 
issue of THe Macazine or WALL 
SrrEEvT, and again in the October 18, 
1941, issue, i.e., a simultaneous at- 
tack by the Nazi forces in the Medi- 
terranean in collaboration with the 
Japanese navy and air force moving 
up through the Indian Ocean to 
Aden and the Red Sea. 

That is why the next three 
months are going to be so crucial 
and why all our available man 
power and resources should be used 
in a unified national war effort. 











Ten Favored Stocks 





(Continued from page 367) 


refinancing, Southern has divested 
itself of all of its depression debts to 
Government agencies. The last Gov- 
ernment loan was repaid through 
$10,000,000 of bank loans early last 
Summer, and since that time the 
bank loans have in turn been whit- 
tled down. Farsighted equipment 
purchases in 1939 has enabled the 
road to maintain a high degree of 
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Well, here it is another week- 
end and I’m not a General 
yet. But give me time. 


Matter of fact, I have 
too much time on my hands—on 
evenings and weekends. 


The nearest village is 5 
miles away. All you find there 
is a general store, a garage 
and a canning factory—nowhere 
to go for any good clean fun, 
unless you drop in at a smoke- 
filled juke joint on the way. 


Well, Mom, there’s a big fa- 
vor you can do me. The U. S. 0. 
is trying to raise $10,765,000 
to run clubs for us, outside 
of camp. Places with lounge 
rooms, dance floors, games, 
writing rooms. Places you can 
get a bite to eat without pay- 
ing a king’s ranson. 


I know you don’t have an 
idle million lying around, but 
if you could get the family 
interested and some of the 
neighbors, and if that hap- 
pened all over the country, 
the U. S. 0. could raise 
$10,765,000 overnight. 


I’d appreciate it a lot, 
Mom, and so would every other 
mother’s son in the U. S. 
Army and Navy. 

Love, 
Bill 


They're doing their bit for you. Will you do 
. / your bit for them? Send your contribution to 

t= Wy fi / (if / WW, your local U.S.O. Committee or to U.S.O,, 
FN \ | Gj! .' Empire State Building. New York. N. Y. 






































OPEN YOUR HEART 
OPEN YOUR PURSE 
GIVE TO THE 























































UNITED SERVICE ORGANIZATIONS wl * * 
These organizations have joined forces to form the U.S.O.: the Y.M.C.A. 
National Catholic Community Service, Salvaticn Army, Y.W.C.A., Jewish Wel- 
fare Board, National Travelers Aid Association. 
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operating efficiency. 

Earnings have been showing an 
amazing increase over those of only 
a year ago. For the first 11 months 
of 1941, net income was $16,227,826, 
as compared with $4,721,547 for 
the same months of 1940 and $3,- 
826,613 in 1939. . For the full 12 
months of 1941 it is estimated that 
net income reached more than $18,- 
000,000 or approximately $30 a 
share on the 5% non-cumulative 
dividend preferred shares. Con- 
tinued gains in traffic, plus the prob- 
ability that freight rates will be 
revised upward in some classifica- 
tions, at least, should materially 
assist in maintaining the uptrend in 
preferred earnings over the medium 
term. 


Thompson Products, Inc. 


Thompson Products once de- 
pended almost completely upon the 
automotive industry for its busi- 
ness and then most of its prod- 
ucts were mainly for renewals and 
repairs with a relatively small part 
being used for original equipment. 
Now the company makes over 1,000 
parts of various kinds for airplane 
makers and the builders of military 
cars, tanks and trucks and in addi- 
tion stands to benefit considerably 
from the demand from private car 
owners for materials with which to 
keep some 32 million cars running 
until new ones are again available. 
What part of the civilian demand 
that can be supplied is a moot ques- 
tion, but with most of the company’s 
$5 million a month deliveries being 
war materials, the civilian end of 
the business is of relatively .small 
importance at this time. 

In 1941 shipments of about $45 
million were some 80 per cent higher 
than a year ago and about three 
times greater than 1939 sales vol- 
ume. The rate is now considerably 
higher and it is possible that 1942 
shipments of finished products will 
at least be another 30 per cent 
greater than a year ago. Taxes 
have taken a rather heavy toll of 


earnings, but now that the company 


is stepping up production rapidly it 
is probable that higher sales volume 
will more than compensate for the 
increases in costs and taxes. Earn- 
ings for 1941 probably fell moder- 
ately short of the $5.17 a share re- 
ported for 1940. Over the longer 
term, Thompson should assume a 
leading position in supplying the 
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CHLORINE GOES TO WAR 


0s America mans its battle stations! 








HI-OCTANE GASOLINE and Special Lu- 
brications for U.S. tanksand planes require 
chlorine for their manufacture. Other 
chlorine users are producers of anti- 
freeze agents for liquid-cooled engines 
and degreasing solvents. 









BARRAGE BALLOON Sare being manufac- 
tured from synthetic rubber. America’s fast- 
growing synthetic rubber production has 
put anextraloadupon the chlorine industry. 
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ALL-OUT PRODUCTION 
demands chlorine, especially for processing cotton 
linters for smokeless powder and other explosives. 










PLANE COWLINGS and 
COCKPIT COVERINGS are ‘ 
made of plastics derived from 
chlorine. Degaussing cables are also in- 
suleted with these plastics, while carbon 
tetrachloride for portable fire extinguishers 
requires chlorine. 


a | 






of MUNITIONS 


BACTERIA POLLU- 
TION by enemy 
agents is being 
guarded against by 
chlorine. Public 
water works are now 
required to double 
the chlorine residual 
of water as an anti- 
sabotage measure. 
U.S. bases and army 
camps are also big 
users of chlorine. 


MATHIESON CHEMICALS 


THE MATHIESON ALKALI WORKS, (iNc.) 


60 E.42ND STREET, NEW YORK,N.Y. 


LIQUID CHLORINE...SODA ASH... 
HTH PRODUCTS... 


CAKE...DRY ICE... 





CAUSTIC SODA... BICARBONATE OF SODA... 
AMMONIA, ANHYDROUS and AQUA.. 
CARBONIC GAS... 


BLEACHING POWDER... 
. FUSED ALKALI PRODUCTS .. . SYNTHETIC SALT 
SODIUIA CHLORITE PRODUCTS 





aviation industry and when auto- 
mobiles are again manufactured 
volume, should receive better than 
its previous share of new equipment 
business while sacrificing none of the 
business accruing from _ replace- 
ments. The usual liberal dividend 
policy which made possible payment 
of $2.50 a share in 1941 should con- 
tinue and thus afford an excellent 
rate of income for common stock- 
holders. 


United States Steel Corp. 


The stock of the U. S. Steel Corp. 
has earned its position as speculative 
market leader in the hard way. It 
unquestionably represents the larg- 
est industrial enterprise in this coun- 
try while at the same time the larg- 
est single producer of steel in its 
many ramifications. If the country 
is busy then U. S. Steel Corp. is 
highly active. And it is likely that 
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Geared To Your Needs .. . Today 


THe Macazine oF WALL STREET provides dependable service to 
investors and businessmen backed by resources built up over 34 
years. During the last war—and during the good times and bad 
that have followed—it has earned a nationwide reputation for 
accuracy, dependability and practical usefulness. 


Now, with our country again at war, you will find THe Macazine or WALL STREET an invaluable source 
of counsel, not only in working out your investment problems, but of real service in digesting and inter- 


preting the varying business trends... 
velopments. 


Especially under war conditions it will become more in- 
dispensable than ever, for there will be a growing dearth of 
investment and business information from other sources. 
Already, many of the leading newspapers—in New York 
City and throughout the country—have reduced their 
financial coverage due to shortage of paper, curtailment of 
staffs and for various reasons. 


No One Is Better Able To Serve You 


1, THe Macazine or WALL Street will keep you abreast 
of the situation in industry and in the individual com- 
panies, with the purpose of protecting your capital, 
sustaining your income and enabling you to secure 
profits where possible. 


2. Through Personal Inquiry Service (to which you are 
welcome as a subscriber), you will receive dictated 
reports, giving our counsel on your holdings or con- 
templated purchases. 


To assure yourself of this vital service throughout the 
year ahead, enter your subscription now while you still 
have the opportunity of receiving our new book “To Make 
Money Today—lInvesting Under War Conditions” (value 
$2.50) .... FREE. 


Increasing costs from all sides have made necessary a moderate 
increase in our subscription price to $10 a year, but the price for 
two years remains at $15. Your investment now—in a subscription 
to The Magazine of Wall Street—may be the difference between 
profit and loss in 1942, and will protect you against further increases 
we may have to make. Sign and mail the coupon today! 
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in weighing the effects of major domestic and international de- 





NOT FOR SALE 
(Value $2.50) 


FREE With Your Subscription 
Now—Personal, Private- 
Edition Copy of the valu- 
able new investment 


book 


TO MAKE MONEY TODAY 


Investing Under War Conditions 


The most valuable investment tool 
you can have... now and throughout 
the momentous year ahead. 


IT WILL TELL YOU: 


Part 1. What to consider now; through- 
out 1942. 
Part 2. How to decide what action to take. 
How to fit your investment program to 
your capital, needs and objectives. 


To assist you further: 


Part 3. Suggests types of securities and 
weighs their merits under today’s con- 
ditions—for investment—for profit and 
income—for speculation. 


This book will serve you well in these cri- 
tical days . . . enable you to think out your 
own problems ... give you the benefit of 
our expert judgment. To be sure of receiv- 
ing a copy, send your order today, as we 
are printing only a limited edition. 
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the country will be busy for several 
years to come on war work and 
after that for an indefinite period of 
time on reconstruction both here 
and abroad. 

U. S. Steel has risen to new 
keights of steel production and the 
current situation has made it profit- 
able for the company to weed out 
much of its older—and less efficient 
—equipment while replacing it with 
modern devices. These newer de- 
vices have placed the largest steel 
company on a par with some of its 
smaller, and once more efficient, 
competitors by adding to its flex- 
ibility while at the same time rid- 
ding it of the necessity of carrying 
much dead weight in times of slack 
business. 

Costs have mounted rapidly as 
have taxes but neither have gained 
at quite so rapid a pace as orders 
and production. As a result, al- 
though profit margins have been 
trimmed due to the industry’s in- 
ability to advance selling prices, 
earnings for 1941 are estimated to 
have been in the vicinity of $12 a 
share as compared with $8.84 a year 
ago. Dividends should be fairly 
liberal in the future and equity posi- 
tion of the common stock improved 
as the company’s already firm finan- 
cial position is further strengthened. 
From a market standpoint, any sus- 
tained advance in equity prices 
should find the shares of U. S. Steel 
again in the van, a position they 
have held for many years in the 
past. 





Five Low-Priced Aircraft 
Stocks 





(Continued from page 379) 


September and withal is expected 
to earn upward of $5 a share for 
1941. The union of Vultee and Con- 
solidated makes one of the largest— 
if not the largest—aviation manu- 
facturing combinations in the coun- 
try and should effect operating 
economies for both companies which 
should make possible continued 
good earnings in the face of higher 
costs of all kinds. 

The longer term prospects of the 
aviation industry depend to a great 
extent upon the outcome of this war 
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TOMORROW 


%* Manufacturers who today are 
preparing for tomorrow’s changing 
needs will find many of their prob- 
lems simplified by the Nitroparaf- 
fins—a new and important group 
of chemicals that have already 
proved their value in many indus- 
tries. Write for new 40-page data 
book —‘*The Nitroparaffins — New 
Worlds for Chemical Exploration.” 
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Defensive Investment Position 
BY J. S. WILLIAMS 
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and future armament plans. Un- 
doubtedly, the vast production fa- 
cilities being built up to serve cur- 
rent war needs will not be required 
for peace purposes although it is 
also probable that the experience of 
this period will result in a sharp 
gain in peace time equipment sales 
once the emergency has passed. In 
the interim, earnings in the aviation 
industry will be quite satisfactory 
and dividends in keeping with earn- 
ings. War work will undoubtedly 
build up strong equity positions for 
the common shares, facts which do 
not seem fully to be discounted in 
prevailing quotations for the shares 
of the companies discussed and 
others of similar condition. 





Allies vs. Axis 





(Continued from page 363) 


1,070,000 short tons, but probably 
not more than 150,000 tons, or less 
than in the case of Japan, went into 
armament output. 

In the charts and tabulations ac- 
companying this article, we have 
attempted to give the reader a 
crude comparison of the relation of 
the Allied (Russian excluded) war 
equipment output to that of the 
Axis powers. The first chart simply 
gives the armament expenditures 
(converted into dollars) of the 
United States, Canada, Great Brit- 
ain and France (up to 1939) as 
against the armament expenditures 
of Germany, Italy and Japan. The 
gain obtained as a consequence of 
our budgetary expenditures in 1942- 
43 fiscal year, which are expected to 
amount to 40 to 50 billion dollars, 
is clearly shown. Incidentally the 
reader may be interested in the fact 
that the war expenditures of all 
countries, including Russia, in 1941 
came to about 100 billion dollars: 
the figures for 1942 will be probably 
around 150 billion dollars or about 
$400,000,0000 a day. 

The second chart makes a some- 
what less favorable showing. It is 
based on the steel output of the two 
belligerent groups, weighted by the 
figure representing the ratio of arma- 
ment expenditures to national in- 
come. For example, since about 45 
per cent of Britain’s national in- 
come is expended on war effort, 
about 45 per cent of her 14,000,000- 


ton steel output in 1941 is given as 
devoted to war equipment output. 
The actual figure is probably much 
higher. 

A third comparison shows the 
trend of aluminum output for the 


two groups of countries. Of all 
three, it is the least favorable to the 
Allies, showing that definite leader- 
ship will be obtained only in 1942, 
However, a considerable portion of 
the aluminum output in Germany 
and Italy is undoubtedly used as a 
substitute for other metals such as 
ccpper. 

These comparisons confirm what 
has been generally suspected—that 
the superior economic potential of 
the Allies (Russia excepted) will 
begin to be translated into war pro- 
duction in 1942. Should Russia 
continue as an active belligerent— 
and this can probably be assumed on 
the strength of her vigorous re- 
sistance—her contribution should 
come as an extra gain. 





Which Industries Offer Best 
Prospects for 1942? 





(Continued from page 357) 


of earnings. While civilian con- 
sumption may be curbed perhaps 
to a considerable extent, military 
demands will more than compen- 
sate. The liquor industry has fewer 
problems than many others; sales 
should continue to advance, thus 
making for firmer prices, while lead- 
ing companies have large inven- 
teries, and no shortages are in pros- 
pect. Earnings also should benefit 
from production of industrial alco- 
hol. Attendance at motion picture 
theatres promises continued growth, 
and the industry is unaffected by 
priorities. 

Earnings of leading dairy prod- 
ucts concerns should be maintained 
fairly well by increased volumes in 
the face of higher costs. Fairly sat- 
isfactory maintenance of earning 
power also is indicated for grocery 
chains, since sales should grow suffi- 
ciently to help offset lower profit 
margins. The leading drug com- 
panies also should be able to main- 
tain earnings despite higher taxes 
because of the probable increase in 
civilian and military sales, and the 
addition of new products. 

Mixed earnings trends are indi- 
cated in such fields as tin and glass 
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containers, paper and paper con- 
tainers, and retail trade. Because 
of the situation in the Far East, un- 
certainty exists as to how much cur- 
tailment is in prospect for the tin 
can companies. The glass container 
companies, however, will do sub- 
stantially better from a volume 
standpoint, as substitution of tin 
containers by glass containers will 
be fostered by the war. Further 
earnings gains for paper and paper 
container companies may be im- 
peded by taxation and price con- 
trol, but a number of the stocks are 
considered reasonably priced in re- 
lation to present high earnings 
levels. 

Prospects are mixed for the sev- 
eral more important divisions of re- 
tail trade. Companies selling luxury 
goods, and companies whose sales 
have largely consisted of “hard” 
consumers goods such as_ metal 
products or tires, seem to be least 
favored, but sales could drop con- 
siderably without an equal decline 
in earnings because of the tax set- 
up. Thus, companies subject to the 
highest tax imposts would show a 
decline of less than 30 cents in net 
for each dollar decline in net before 
taxes. Companies with outlets in 
defense areas, and the variety 
chains which have a rapid cash turn- 
over, appear to have relatively good 


prospects of maintaining earnings 
satisfactorily. 
Prospects of building supply 


companies are more definitely mixed. 
Drastic curtailment has been or- 
dered in plumbing fixtures, stoves, 
furnaces, and other civilian building 
supplies requiring metals; residen- 
tial construction has been sharply 
restricted. On the other hand, con- 
struction of army posts and indus- 
trial buildings for defense purposes 
may enable individual companies to 
offset the loss of civilian business. 
On the whole, the shift in new con- 
struction to defense needs at least 
will cushion the decline in total con- 
struction which most observers have 
anticipated. 

Least favorably situated from an 
earnings standpoint are companies 
in the installment finance, gold min- 
ing, and rubber industries. Elimina- 
tion of motor car production, and 
such durable consumer goods as re- 
frigerators, washing machines and 
stoves, will sharply reduce new 
business obtained by the installment 
finance companies. However, earn- 


ings will not decline so rapidly, but 
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will be cushioned by outstanding 
loans, which of course will be re- 
paid gradually. Nevertheless, pros- 
pects are bleak. While profit margin 
on Government business should 
compare favorably with that on nor- 
mal lines, the Oriental situation will 
require conservatism in use of rub- 
ber. Already tire production for 
civilian use has been virtually elim- 
inated, and maintenance of dollar 
volume by the rubber companies is 
questionable. Producers of gold and 
other precious metals will find main- 
tenance of earnings handicapped by 
taxation, rising operating costs, and 


fixed prices. 

The foregoing summaries of oper- 
ating prospects in leading industries 
bear out the contention advanced 
earlier in the article, namely, that 
the industries with the best volume 
prospects for 1942, by and _ large, 
offer the best investment and specu- 
lative possibilities. However, pre- 
vailing market valuations of pros- 
pective earnings gains or declines 
for specific companies in specific in- 
dustries, rather than earnings pros- 
pects alone, are the fundamental 
bases on which sound security selec- 
tion should be predicated. 








Borough of BROOKLYN 


| CAPITAL . .$500,000.00 SURPLUS . 
RESOURCES 

CEG OF Til. .ccecewe cs $ .56 
COME Fi Re 6 oo tev ecekec nese 7 ee 358.3 
U. S. Government Bonds..... 4 
N. Y. State and City Bonds. . 2'3 
CMG RMN se 66:66 69 «5 se-0 hk 

S BORED wc ccecwcccecs teases. 0 


Bonds and Mortgages........ 
Loans on Collateral, Demand 
CIE MNO. oc ces 0b bees 
Bills Purchased ........ 2 
MEOGE BGRIG 6 sic sc cece * 240, j 
SE eves tadesceees 391,194.37 


$71,461,587.04 


sim 








- KINGS COUNTY TRUST COMPANY 


Statement at the close of Kacieaes December 31, 194 
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Our main office is our only office and makes available to its depositors every facil- 
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Wn YOUR SECURTTIZS 


) ipareeeiaidra that all your securities were sold yesterday. Today you have 
nothing but their cash value. 


Now consider the highly selective market ahead as the United States speeds 
into battle against the Axis. Activities of some companies will be greatly 
stimulated while other situations are depressed. Then ask yourself, “Should 
I repurchase my former holdings as offering the most outstanding prospects 
for safety, income, profit—or could all or part of my funds be used more 
profitably?” 


Some investors who test their lists honestly find that they are holding se- 
curities for unsound reasons: (1) because they dislike to take losses even 
in weak issues; (2) because they like to see issues on their list which show 
a profit, even though the future has been discounted; (3) because they are 
sentimentally attached to inherited securities, or shares of a company for 
which they work; (4) because they feel that they might have difficulty in 
deciding upon a replacement; (5) procrastination. 


Today there is no need to hold unfavorable investments. Selected issues are 
available with dynamic profit and income potentialities. 


wh a first step hans a prosperous 1942 we invite you 
to submit your security holdings for our preliminary analysis — entirely 
without obligation—if they are worth $20,000 or more. 


Our survey will point out less attractive holdings and explain why to sell 
them or keep them only temporarily. It will tell you how our personal 
supervision can assist you to strengthen your diversification, income and the 
enhancement possibilities of your account in coming war markets. 


Merely send us a list of your securities. List the size of each commitment 
and your objectives. All information will be held in strict confidence. 


INVESTMENT MANAGEMENT SERVICE 


A division of THE MAGAZINE OF WALL STREET—A background of thirty-four years of service. 


g0 BROAD STREET NEW YORK, N. Y. 
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